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he Company's largest sub- 
sidiary is Northwest Pipeline 
Corporation, which owns and 
operates a 6,000-mile transmis- 
sion and gathering system which 
supplies natural gas to customers 
in seven Pacific Northwest and 
Intermountain states. 


Fe “r1cration and production 
activities are carried out pri- 


marily by Northwest Exploration 
Company, which drills for oil and 
gas throughout the western 
United States and now has nearly 
a million net acres under oil 

and gas leaseholds. 


ay Aros: subsidiary, Northwest 


Alaskan Pipeline Company, 
is operator for the partnership 
which will build the Alaskan seg- 
ment of the Alaska Natural Gas 
Transportation System, a 4,800- 
mile pipeline designed to trans- 
port gas from the North Slope of 
Alaska to the lower 48 states. 


Oal operations include 

an underground mine in 
western Colorado owned and 
operated by a wholly owned sub- 
sidiary of Northwest Coal Cor- 
poration. The mine supplies high- 
BTU, low-sulfur, bituminous coal 
to a midwestern power-generat- 
ing facility and foreign markets. 
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Highlights 


(Dollars in Millions, Where Applicable) 


Northwest Energy Company and Subsidiaries 


Percent 
Year Ended December 31, 1981 1980 Increase 
Operating revenues $1,398.8 $1 ,323.4 6% 
Net income $ 70.1 $ 54.1 30 
Less—Preference stock dividend requirement 6.3 2.8 125 
Net income applicable to common stock $ 63.8 o> soils 24 
Income per share applicable to common stock and 
common stock equivalents: 
Primary $ 3.83 $ 3.23 19 
Fully diluted $ 3.64 $= SA6 18 
Weighted average number of common shares and common stock 
equivalents outstanding, in thousands: 
Primary 16,882 15,876 
Fully diluted 19,510 17,099 14 
Common stock data: 
Book value per share (end of year) $ 21.68 $ 13-78 $5 
Dividends declared per share Sates $ 95 21 
Percentage of dividends to net income 30% 29% 3 
Capital expenditures $ 269.0 $ 208.0 29 
Total assets (end of year) $1,538.0 $10 7000 43 
In the fall of 1981, 
Northwest Pipeline 
completed the 351- 


mile expansion of its 
main transmission 
line in Oregon and 
Idaho. At right, an 
engineer inspects 

the project during 
construction. 


T. Our Stockholders: 


he year 1981 was filled with chal- 

lenges and opportunities. We are 

extremely gratified with the excep- 
tional progress of Northwest Energy Com- 
pany during the year. Earnings reached 
record levels and we had several other 
notable achievements: 
—Northwest Pipeline Corporation, our 
principal subsidiary, completed a major 
expansion of its main transmission line in 
Oregon and Idaho, connected a record 
number of new natural gas wells, and con- 
structed a record number of gathering sys- 
tem additions. In addition, Northwest Pipe- 
line signed a gas sales agreement with 
Texas Eastern Transmission Corporation 
and its subsidiary, Transwestern Pipeline 
Company, which will provide an invest- 
ment opportunity of approximately $272 
million in new pipeline facilities during 
1982 and 1983 and will enable gas to be 
delivered through interconnecting pipe- 
lines to southern California and the East 
Coast. | 
—Northwest Exploration continued to 
make impressive progress with a fivefold 
increase in proved net oil reserves anda 
significant increase both in gas reserves 
and gas production. We began exploratory 
operations in 1974 and have just begun to 


capitalize on the foundation laid during the 
formative years. 

—Another highlight of 1981 was passage 
by the Congress in December of legisla- 
tion to aid private financing of the Alaska 
Natural Gas Transportation System. With 
this approval, we’re eagerly moving for- 
ward to develop a private financing plan so 
that the project can be completed ina 
timely fashion. 


Gathering system expansion 

In 1980, Northwest Pipeline connected a 
record 317 new gas wells, and at that time 
we predicted we would connect approxi- 
mately 350 in 1981. By year-end, however, 
we had connected 524 new wells to our 
existing pipeline system. The new gather- 
ing systems which must be constructed to 
connect these wells give us exposure to 
significant discoveries being made in the 
Rocky Mountain states of Colorado, 
Wyoming, Utah and New Mexico in areas 
adjacent to our pipeline system. During 
1981, gathering system additions totaled 
483 miles. The increasing drilling activity 
in the Rockies and our pipeline’s strategic 
location give us confidence that we'll be 
connecting 500 wells or more each year 
into the foreseeable future and making 
substantial new additions to Northwest 
Pipeline’s gathering system. 

At the end of 1981, Northwest Pipeline’s 
reserve life index was 21.6 years, the high- 
est of any major gas transmission com- 
pany in the United States. 
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As part of the early construction phase 
of the Alaskan project, segments of the 
Western Leg were completed in both the 
U.S. and Canada during 1981. Canadian 
natural gas began flowing in October 
through these segments to Stanfield, Ore- 
gon, where the gas was delivered to North- 
west Pipeline, which completed a 351-mile 
expansion of its main transmission line in 
Oregon and Idaho to transport the Cana- 
dian volumes for ultimate use in southern 
California. Northwest Pipeline invested 
some $127 million in the expansion proj- 
ect, which will provide a significant earn- 
ings boost during 1982 and thereafter. 

The above system expansions were in 
large part responsible for Northwest Pipe- 
line filing for increased rates amounting to 
approximately $115.7 million annually, 
effective October 1, 1981. The higher rates 
are being collected subject to refund and 
are designed to recover, in part, increased 
debt costs and provide a higher rate of 
return on common equity. A further 
increase in rates will be sought in 1982. 


Future pipeline expansion 
Westcoast Transmission Company Limited 
of Vancouver, British Columbia has agreed 
to increase natural gas deliveries to North- 
west Pipeline under the Sumas contract 
from 809 million to 869 million Cubic feet 
per day, when the sale to Texas Eastern 
commences. 

The new agreement also provides that 
Northwest Pipeline and Westcoast will 


immediately enter into negotiations for a 
ten-year extension of the present contract, 
which expires October 31, 1989. The com- 
panies are currently negotiating the con- 
tract extension and are expected to file 
with appropriate regulatory authorities in 
the U.S. and Canada later this year. 

Over the next five years, expansion on 
our existing pipeline system alone will 
require an estimated investment of at least 
$1.2 billion in new facilities. This invest- 
ment will permit the Company to continue 
to move into promising areas as quickly as 
possible and will permit us to serve new 
market areas by providing transportation 
services for other companies. 


Reduced impact of decontrol 

There has been much discussion tn both 
the government and industry about accel- 
erated decontrol of natural gas. If Con- 
gress approves an accelerated decontrol 
measure, we believe that the impact on 
Northwest Pipeline and its customers will 
not be nearly as great as the impact on 
those companies relying exclusively on 
domestic supplies. Northwest Pipeline has 
always had a large share of Canadian nat- 
ural gas in its overall supply mix. Since 
1974, the price of Canadian gas has risen 
rapidly to its present level of $4.94 per mil- 
lion BTUs. As a result, Northwest Pipe- 
line’s markets have already absorbed a big 
part of the probable price increases which 
might be expected under accelerated 
decontrol of U.S. gas supplies. 
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The higher-cost Canadian gas has 
placed gas distributors in the Pacific 
Northwest at a competitive disadvantage 
with certain alternate fuels prevalent in our 
market area. As a result, Northwest Pipe- 
line’s sales volumes declined nearly 25% 
two years ago. Since then, both the cost of 
natural gas and the markets have stabi- 
lized and there are indications that the 
competitive posture of natural gas is im- 
proving in the Pacific Northwest and may 
continue to improve even with decontrol. 


Exploration and production expands 
During 1981, Northwest Exploration drilled 
Or participated in drilling four oil discover- 
ies. This year Northwest Exploration plans 
to spend more than $43 million to develop 
the acreage on which discoveries were 
made and to further assess the nearly one 
million net acres under oil and gas lease- 
holds. In addition, it is expanding its lease 
acquisition program. Subsidiaries of 
Northwest Energy have also acquired a 
one-half interest in a producing oil prop- 
erty in Hockley County, Texas and are par- 
ticipating in an exploratory program in 
Argentina. 

Each year, the Company’s exploration 
and production activities have added 
increasing amounts to consolidated net 
income. We expect this trend to continue 
and significantly accelerate as these 
operations expand. 

With respect to the Alaska Highway 
Pipeline Project, we took a giant stride 


toward financing the Alaskan segment 
when Congress passed legislation in 
December waiving provisions of law which 
had rendered private financing virtually 
impossible. The new federal legislation 
provides important assurances to lenders 
and allows equity participation by the 
North Slope producing companies. Asa 
result, we are confident that private 
financing can be achieved and that regula- 
tory approvals can be obtained in a timely 
manner to permit construction to go 
forward. 

Approximately 1,500 miles, or 30% of the 
project’s total pipeline mileage, will be 
completed this year when the initial phase 
of the Northern Border segment (U.S. 
Eastern Leg) and the Canadian Eastern 
Leg become operational. 

The Alaskan project will give our nation 
access to the enormous gas reserves con- 
tained in the largest oil and gas reservoir 
ever found in North America. Natural gas 
from Prudhoe Bay could cut our imports of 
oil by at least 400,000 barrels daily and will 
significantly reduce foreign payments 
each year during the 25- to 30-year life of 
the project. 


Substantial earnings boost 

Northwest Energy’s investments in its gas 
transmission activities, in its exploration 
and production operations and in the Alas- 
kan and Northern Border segments will 
provide a substantial increase in earnings 
during the next several years. These 
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investments will also provide substantial 
cash flow as new facilities are placed in 
operation. 

We expect our total consolidated capital 
expenditures over the next five years to 
reach $2.1 billion as a result of our activi- 
ties in the energy field. A large part of this 
required investment will be provided from 
internally generated funds which have 
more than doubled in the past five years. 

However, Northwest Energy’s capital 
expenditure program will also require sub- 
stantial external financing. With respect to 
these financings, it is our intent to mini- 
mize the dilution impact on the Company’s 
stockholders to the fullest extent possible. 
At the same time, we intend to maintain a 
responsible and flexible capital structure 
that assures our access to capital markets 
at all times. In July, a subsidiary of the 
Company issued $40 million of 9% con- 
vertible subordinated debentures due 
1996. The debentures are convertible into 
common stock or into 162% subordinated 
debentures. Northwest Pipeline issued 
$100 million of 16°4% debentures in May 
1981 and recently converted a $90 million 
revolving credit facility to a six-year term- 
loan. In addition, Northwest Energy and 
Northwest Pipeline have received 
approval of committed lines of credit from 
various banks which management 
believes will be adequate as interim 
financing prior to entering the long-term 
securities markets. The Company antici- 
pates that it will issue new debt and equity 


securities during 1982 amounting to 
approximately $140 million. 


Dividends on common stock 

The Board of Directors seeks to balance 
investor requirements and expectations 
with the Company’s need to retain sub- 
stantial capital for its growth needs. The 
Board reviews the dividend payment regu- 
larly and has increased the dividend eight 
times in the past seven years. Our dividend 
on common stock (adjusted for stock dis- 
tributions) has increased from approxi- 
mately 27 cents per common share in 1974 
to the present annual rate of $1.20 per 
share, a 344% increase. 

America’s energy requirements have 
never been greater. Our challenge—to 
help meet those needs—provides oppor- 
tunities for unparalleled growth. We have 
every confidence that we can make the 
most of the opportunities posed by the 
energy Challenges of the 1980s. 

Once again, let me express my thanks to 
you for your generous support. As we look 
to the future, we believe we will continue 
to merit your trust and confidence. 


Lh nent 


John G. McMillian 
Chairman and Chief 
Executive Officer 
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ipeline Operations 


he Company’s pipeline subsidiary, 
Northwest Pipeline Corporation, 
completed a 351-mile expansion of 
its main transmission line in the fall of 1981 
to permit delivery of natural gas from Can- 
ada through southern portions of the 
Alaska Natural Gas Transportation System 
(ANGTS). The construction on the North- 
west Pipeline system involved the segment 
from Stanfield, Oregon to Burley, Idaho 
and was completed on schedule and 
under budget. 

The expansion allows Northwest Pipe- 
line to receive additional Canadian gas at 
Stanfield from Pacific Gas Transmission 
Company, which added 160 miles of 42- 
inch diameter pipeline to its existing trans- 
mission system between the United 
States-Canadian border near Kingsgate, 
British Columbia and Stanfield as part of 
the Western Leg segment of the ANGTS. 
Foothills Pipe Lines Ltd. also added 132 
miles of 36-inch diameter pipeline to its 
transmission system in Canada as part of 
the project. The expanded systems both in 
Canada and the U.S. will accommodate 
additional volumes of up to 300 million 
cubic feet of natural gas per day, and these 
facilities allow Canadian gas to be deliv- 
ered through El Paso Natural Gas Com- 


Workers string pipe 
along trench in the 
San Juan Basin, left. 
Map indicates the 
351-mile expansion 
completed on the 
Northwest Pipeline 
system in 1981, the 
expansion proposed 
for 1982-83 and the 
new Continental 
Divide Pipeline. 
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Gas Producing Areas 


pany to Pacific Interstate Transmission 
Company in southern California. 

The total cost of the Northwest Pipeline 
expansion was $178 million, excluding the 
allowance for equity funds used during 
construction. Northwest Pipeline’s portion 
of the cost was $127 million. The 
remainder was financed by the purchaser 
of the gas, Pacific Interstate Transmission 
Company of Los Angeles, which owns 30% 
of the facilities. Pacific Interstate has con- 
tracted to purchase an average of 240 mil- 
lion cubic feet per day of Canadian gas. 


New facilities completed 

The company set records in 1981 by con- 
necting a total of 524 new wells and add- 
ing 483 miles of gathering system lines. 
This mileage is more than 16% of all gath- 
ering system pipelines constructed in the 
United States in 1981. The 1981 records 
compare with 317 wells connected in 1980 
and 296 miles of new gathering system 
pipelines. On February 1, 1974, when 
Northwest Pipeline began operations, the 
company had 1,163 miles of gathering sys- 
tem pipelines. At the end of 1981, that total 
had reached 2,732 miles. 

Of the wells Northwest Pipeline con- 
nected in 1981, 238 are in the San Juan 
Basin in northwestern New Mexico and 
southwestern Colorado, 197 are in western 
Colorado and eastern Utah in the 
Piceance and Uinta Basins, and 89 are in 
southwestern Wyoming in the Big Piney 
Field or other areas of the Green River 
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Basin. Most of the sedimentary basins 
near the Northwest Pipeline system are 
expected to experience accelerated drill- 
ing activity in the years ahead. Typical 
wells in these areas are of low deliverabil- 
ity, but have productive lives of 20 to 40 
years or more and provide an exceptional 
long-term domestic source of natural gas. 

A $34 million pressure reduction project 
started by Northwest Pipeline a year ago in 
the San Juan Basin was completed in the 
fall of 1981 and has resulted in substan- 
tially increased deliverability. The project 
was designed to reduce field pressure and 
increase gas flow to meet requirements of 
gas purchase contracts. 


Storage enhances deliverability 
Gas storage is also important to Northwest 
Pipeline’s deliverability. Underground 
storage is available at Clay Basin in Utah 
(20 billion cubic feet seasonally) and Jack- 
son Prairie Storage Field in Washington 
(12.8 billion cubic feet). In times of peak 
demand, participating customers may 
request that gas be vaporized and deliv- 
ered from Northwest Pipeline’s liquefied 
natural gas (LNG) plant at Plymouth, 
Washington (2.4 billion Cubic feet). 
Certificated withdrawal capacity at Clay 
Basin is 150 million cubic feet daily and at 
Jackson Prairie it is 325 million cubic feet 
daily. Up to 300 million cubic feet of gas 
may be vaporized and withdrawn daily 
from the LNG facility. The value of gas in 
underground storage amounted to 


Northwest Pipeline’s Pipeline 
LNG facility takes gas 
from the main trans- 
mission line and removes 
Adsorber 
water and carbon 
(CO,, HO 


dioxide before lique- 
fring it for storage. 

The gas can be pumped 
out of storage and 
vaporized as needed. 


Removed) 


Vaporizer 


(Water-Bath 
Heater) 
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approximately $154 million as of 
December 31, 1981 and is included in 
Northwest Pipeline’s rate base. 

Northwest Pipeline has signed contracts 
to transport gas supplies for several other 
major gas transmission companies. These 
contracts represent reserves in excess of 
1 trillion cubic feet. Volumes for transport 
are expected to increase significantly as 
development continues in the sedimentary 
basins and Overthrust Belt in areas near 
Northwest Pipeline’s transmission system. 

Sales to Northwest Pipeline’s distribu- 
tion customers in the Pacific Northwest 
have been hindered as a result of competi- 
tion over the past few years from low- 
priced residual fuel oil. This situation has 
stabilized, however, and one effect of the 
lower sales volumes has been that the 
amount of high-cost Canadian natural gas 
in the overall supply mix has fallen, tend- 
ing to reduce the average purchase price 
of natural gas to Northwest Pipeline cus- 
tomers. While gas sales have fallen over 
the past few years, these lower sales vol- 
umes have been reflected in Northwest 
Pipeline’s unit sales rates, thereby assur- 
ing recovery of the full cost of service. 


Gas supply strengthened 

During 1981, Northwest Pipeline added 
568 billion cubic feet of new natural gas 
reserves. Northwest Pipeline’s proved nat- 
ural gas reserves totaled 7.2 trillion Cubic 
feet at the end of 1981, a reserve to pro- 
duction ratio of 21.6 years, the highest of 
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any major gas transmission company in 
the United States. 

Canadian gas makes up about 50% of 
Northwest Pipeline’s total requirements, 
with major U.S. supplies coming from the 
San Juan Basin (24%), the Big Piney Field 
of Wyoming (16%) and various other 
Rocky Mountain fields (10%). 

With respect to Canadian supplies, 
Westcoast Transmission Company Limited 
of British Columbia has agreed to increase 
deliveries of gas to Northwest Pipeline at 
the Sumas, Washington import point from 
809 million to 869 million Cubic feet. The 
increased sale is contingent on Northwest 
Pipeline commencing a firm sale of up to 
300 million cubic feet of natural gas daily 
to Texas Eastern Transmission Corporation 
and its subsidiary, Transwestern Pipeline 
Company. 

Provisions of the contract negotiated 
with Westcoast also include a minimum 
purchase obligation by Northwest Pipeline 
of approximately 192 billion cubic feet of 
gas per year, equivalent to 65% of West- 
coast’s annual authorized exports of 295 
billion cubic feet yearly. The minimum pur- 
chase obligation is contingent upon FERC 
approval of the sale and the commence- 
ment of gas deliveries to Texas Eastern/ 
Transwestern. 

Terms of the new contract also provide 
that Northwest Pipeline and Westcoast 
enter into negotiations to extend the pres- 
ent export contract, which expires 
October 31, 1989, for an additional ten 


Northwest has under- 
ground storage avail- | 
able in Utah and in ~. 
Washington. Gas is 
compressed into the 
storage zone through 
injection wells and 
taken out through 
withdrawal wells. 
Stored gas improves 
Northwest Pipeline’s 
deliverability. 
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years. The companies are currently nego- 
tiating the contract extension and are 
expected to request approval from appro- 
priate regulatory authorities in the U.S. 
and Canada later this year. 

Northwest Pipeline has natural gas pro- 
cessing plants at Opal, Wyoming and Igna- 
cio, Colorado. These plants remove natu- 
ral gas liquids—primarily propane, butane 
and natural gasoline—from the natural gas 
before it enters the main transmission line. 
In 1981, recovery of natural gas liquids at 
these two plants amounted to 96.4 millon 
gallons. Improvements are being studied 
for the Opal plant which would permit pro- 
cessing of higher gas volumes and recov- 
ery of additional liquid products. 


Liquids opportunities broadened 
Northwest Energy has established a sepa- 
rate nonregulated subsidiary, NGL Pro- 
duction Company, to invest in natural gas 
liquid processing plants located on gath- 
ering systems in the Rockies. NGL Produc- 
tion now has interests in four such plants, 
including the North Douglas Creek plant in 
western Colorado’s Piceance Basin south 
of Rangely. The new plant, constructed at 
a cost of $1.9 million, is designed to extract 
approximately 7.3 million gallons of liquids 
per year from a raw gas volume of up to 20 
million cubic feet daily. The North Douglas 
Creek plant is the first such facility 
operated by NGL Production. Two addi- 
tional processing plants are proposed for 
construction during 1982. 
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A subsidiary of the Company has 
invested in a partnership which has been 
established primarily to market and trade 
in natural gas liquids extracted from 
Northwest Pipeline’s existing plants. The 
partnership plans to market at least 115 
million gallons of natural gas liquids in 
1982. A condensate gathering operation 
has been established in the San Juan 
Basin and a motor gasoline blending and 
marketing operation at Cortez, Colorado. 


Major pipeline expansion 

Northwest Pipeline and Texas Eastern/ 
Transwestern filed in January 1982 with 
the FERC for approval of new facilities 
required for Northwest Pipeline to deliver 
up to 325 million cubic feet daily to Texas 
Eastern and Transwestern. 

The project will require a $210 million 
expansion of the Northwest Pipeline trans- 
mission system consisting of 243 miles of 
additional pipeline along its mainline from 
Rangely to Ignacio, Colorado, anew com- 
pressor station at Cortez, Colorado, and 
an additional compressor unit at an exist- 
ing station. The project will also require 
the construction of a new pipeline to con- 
nect the Northwest Pipeline system at 
Ignacio, Colorado with the Transwestern 
system in central New Mexico. 

The new pipeline will cost an estimated 
$124 million and will consist of 162 miles of 
30-inch diameter pipe. Anew company, 
Continental Divide Pipeline Company, to 
be jointly owned by subsidiaries of North- 
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west Pipeline and Transwestern, will own 
the new pipeline. Completion of both the 
Northwest Pipeline expansion and the 
Continental Divide Pipeline are currently 
scheduled for 1983, with construction 
expected to commence in the fall of 1982, 
following receipt of final approval from the 
FERC. The Continental Divide Pipeline will 
enable natural gas to be delivered through 
interconnecting pipeline systems to mar- 
kets in southern California and along the 
East Coast. 

With respect to the LaBarge Low-BTU 
Gas Project in southwestern Wyoming, 
Northwest Pipeline in 1981 filed both a 
petition with the FERC requesting jurisdic- 
tional status for the project and a right-of- 
way application with the Bureau of Land 
Management. 

The proposed processing plant would 
treat up to 400 million cubic feet daily of 
low-BTU gas from the LaBarge Anticline, 
recovering about 80 million cubic feet 
daily of pipeline-quality gas, and market- 
able by-products consisting of 240 million 
cubic feet daily of carbon dioxide and 670 
tons per day of sulfur. In its filing with the 
FERC, Northwest estimated approximately 
7 trillion cubic feet of pipeline-quality gas 
can be recovered. 

Preliminary engineering and design 
studies for the processing plant.are under 
way and should be completed within two 
months. Cost of the plant is currently esti- 
mated at approximately $500 million in 
1981 dollars. 


Northwest Pipeline’s 
processing plant at 
Opal, Wyoming, right, 
removes liquid hydro- 
carbons from the 
natural gas. The gas is 
chilled (see illustration), 
then percolated through 
towers where lean oil 
absorbs the liquid 
hydrocarbons, which 
are later separated in 
sesh the rich oil fractionator. 
Fractionator 
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orthwest Exploration Company had 
an outstanding year in 1981. Accom- 
plisnments included (1) oil and gas 
discovery wells in North Dakota, Wyoming, 
Colorado and Nevada; (2) a record 
increase in net proved oil reserves; (3) a 
substantial boost in net proved gas 
reserves; (4) continued enlargement of the 
company’s leasehold inventory; and (5) an 
increase in operating income from $1.2 
million in 1980 to $4.7 million in 1981. 

Northwest Exploration drilled or partici- 
pated in drilling 15 development wells and 
20 exploratory wells during 1981. Of the 
total wells drilled, 16 were completed as 
producing oil or gas wells. The success 
rate for development wells was 80% and 
the rate for exploratory wells was 20%. 

Proved reserves of oil increased from 1.2 
million barrels at the beginning of 1981 to 
6.8 million barrels at the beginning of 1982. 
Net proved gas reserves increased from 
45.7 billion cubic feet to 59.4 billion cubic 
feet in the same time period. The company 
also boosted its net leaseholds by nearly 
100,000 acres during 1981. (See page 18 
for a listing of leasehold acreage.) 

Northwest Exploration has the largest 
Capital budget in its history for 1982. Plans 
are to drill or participate in drilling 64 


Geologists and a geo- 
physicist, left, assess 
data for Northwest 
Exploration. Map shows 
the principal Rocky 
Mountain geological 
basins and indicates 
Northwest Exploration’ 
oil and gas discoveries. 
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development wells and 19 exploratory 
wells. The total drilling budget is approxi- 
mately $43 million with an additional $10 
million budgeted for the acquisition of new 
leasehold acreage. 

Net natural gas production at the end of 
1981 reached five million cubic feet per 
day, an increase of 61% over the same 
period a year ago. 

Much of the gas production is from the 
Rulison Field. Since 1979, Northwest 
Exploration has drilled 41 wells in the 
Wasatch and Mesa Verde zones to develop 
the field. Northwest Exploration has work- 
ing interests in these wells ranging from 
37%2% to 100%. Production has been con- 
nected to a gathering system and the field 
is Currently producing approximately 5.9 
million cubic feet a day. The Rulison Field 
development is part of the heavy drilling 
activity occurring in western Colorado’s 
Piceance Basin. 


Further development drilling 

Plans in 1982 at Rulison include the drilling 
of 25 additional Wasatch wells and 12 
more Mesa Verde wells. A 13,500-foot 
exploratory well is planned to test a deeper 
horizon in the Rulison Field. 

Another Piceance Basin field is Philadel- 
phia Creek, where Northwest Exploration 
has 35 wells producing from the Mancos B 
formation, an extremely tight sandstone. 
Production exceeds 1.7 million cubic feet 
per day. Six additional wells are presently 
awaiting completion. 


In 1981, the company’s leaseholds were 
used to support the drilling by others of 38 
wildcat wells. At year-end, this had 
resulted in four oil wells and nine gas 
wells. Northwest generally has an overrid- 
ing royalty interest in the discovery well, 
reverting to a working interest after payout 
and the option to participate in subse- 
quent wells or to drill on our own acreage 
in the vicinity of the discovery. The total 
cost of the 38-well program was approxi- 
mately $54 million. This allows Northwest 
Exploration to evaluate its leasehold 
acreage, leveraging financial resources to 
achieve optimum exploration success and 
to maximize profits. 


Purchases oil property 
Northwest Production Company was 
formed in 1981 to purchase a one-half 
interest in a producing oil property in the 
Slaughter Field, Hockley County, Texas. 
During 1982, Northwest Production and its 
partner, Energy Ventures, Inc. of Houston, 
plan to drill additional development wells 
and conduct secondary recovery opera- 
tions. Independent studies confirm that 
the properties purchased contain up to 22 
million barrels of proved oil reserves. 
Another exploratory venture which may 
prove to be important is a 6% interest 
which Northwest Argentina Corporation 
has in two exploratory wells being drilled 
in the Acambuco concession in the North- 
west Basin in Argentina. One of the wells 
shows indications of being a significant 


gas discovery. Both wells are still drilling. 
Bridas S.A.P.1.C. is operator for the part- 
nership which obtained the government 
concession covering 528,000 acres in the 
area of the discovery. 

Management believes that these explo- 
ration and production operations will 
enhance the company’s future profitability 
substantially and will provide excellent 
opportunities for growth. 

Following is Northwest Exploration’s 
leasehold inventory by geological area as 
of January 1, 1982: 


Gross Net 
Geological Area: Acres Acres 
Big Horn Basin 7,630 7,330 
Chadron Arch 70,910 70,830 
Denver Basin 27,295 25,370 
East Columbia Basin 142,665 142,360 
Great Basin 335,440 152,375 
Green River Basin 119,345 2 1G6;s55 
Hingeline 38) 1102 GS-70 
Las Animas Arch 9,060 5,300 
Paradox Basin 2,960 1,100 
Piceance Basin 75,660 59,415 
Powder River Basin 13718 10,050 
San Juan Basin 32,110 29,960 
Sand Wash Basin 28,975 21,990 
Utah-Wyoming Overthrust 22,880 20,490 
Uinta Basin 8,900 6,370 
Uinta Uplift 2,400 2,400 
West Columbia Basin 121,960 117,160 
Williston Basin 137,040 84,310 
Wind River Basin 41,600 40,300 
Total Leases 1,238,050 “S3S7215 
The Overthrust Belt 
stretches the entire 
length of the North 


American continent 
and derives its name 
from earth movements 
thrusting older strata 
over younger form- 
ations, as illustrated. 
Right, exploratory rig 
drills in Colorado. 
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waiver package signed into law in 
December 1981 cleared the way for 
project sponsors to commence 
development of a private sector financing 
plan which will allow the major North 
Slope Alaska gas producers—Exxon, Arco 
and Sohio—to participate in equity financ- 
ing with the gas industry sponsors of the 
Alaska Natural Gas Transportation System 
(ANGTS). The waiver package was 
designed to remove government obstacles 
forbidding participation by the North Slope 
producing companies. 

In addition, the waiver package author- 
izes the FERC to approve a tariff that will 
provide lenders with sufficient assurances 
of repayment of funds needed for private 
financing of the project. It permits expe- 
dited treatment of remaining federal regu- 
latory approvals and the inclusion ofa 
North Slope conditioning plant as an inte- 
gral part of the ANGTS. 

A lawsuit was filed January 28, 1982 
seeking to thwart the will of Congress by 
overturning its approval of the waiver 
package. The Company believes the suit is 
totally without foundation or merit but is 
concerned about its potential for delay. 

Northwest Alaskan Pipeline Company is 
heading the partnership which will build 


Rig at left takes 
borehole samples 
next to the Trans 
Alaska Oil Pipeline. 
The Alaska Gas 
Pipeline, as shown on 
the map, will parallel 
oil line route from 
Prudhoe Bay past 
Fairbanks, then move 
east into Canada’s 
Yukon Territory. 


Alaska Natural Gas 
Transportation System 


Trans Alaska Oil Pipeline 


the Alaskan segment. Included in the part- 
nership are all the U.S. gas transmission 
companies that have contracted to pur- 
chase Alaskan North Slope gas. Together 
these companies supply natural gas 
directly or indirectly to 48 states, and they 
deliver nearly 40% of all gas transported 
within the continental U.S. 

The transportation system will tap the 
vast reserves of natural gas beneath the 
Prudhoe Bay region on Alaska’s North 
Slope. In excess of 26 trillion cubic feet, 
these proven reserves represent the larg- 
est accumulations of natural gas ever dis- 
covered in the United States. In addition, 
geologists estimate that potential reserves 
on the North Slope could range from 100 
to 200 trillion cubic feet. 

The waiver of law passed in December 
has made it possible for the three major 
Prudhoe Bay producers, Exxon, Arco and 
Sohio, to participate in equity financing. 
These producers control approximately 
85% of the gas reserves at Prudhoe Bay. 
The State of Alaska, by virtue of its royal- 
ties, owns 122% of the field. All other pro- 
ducers collectively own 22%. 


Four major sections 

The 4,800-mile pipeline will be built in four 
major sections: Alaskan, Canadian, West- 
ern Leg and Eastern Leg. The initial phase 
of the Western Leg is complete both in the 
U.S. and Canada; portions of the U.S. and 
Canadian Eastern Leg are under construc- 
tion and scheduled for completion in the 
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fall of 1982. The remaining segments are 
anticipated to be completed in 1987. 

ANGTS will provide a transportation ser- 
vice for Prudhoe Bay producers and gas 
pipeline companies in the lower 48 states. 
It will have an initial capacity of 2.0 billion 
cubic feet of gas per day and can be 
expanded to transport 3.2 billion cubic 
feet. Approximately 70% of the gas trans- 
ported through the pipeline system will go 
to the Midwest, the East and the South and 
about 30% to the West. 


Financing plan under development 

The financing plan for the Alaska facilities 
is being developed by the project partners, 
the major Prudhoe Bay gas producers and 
four of the largest U.S. banks. The Cana- 
dian companies are developing their 
financing plan in conjunction with major 
Canadian banks. Billions of dollars of proj- 
ect equity, as well.as a significant level of 
debt support, will be provided by pipeline 
sponsors and the major North Slope gas 
producers. Because of the very large debt 
requirements and the limitations on U.S. 
institutions, it is anticipated that more than 
half of the debt will come from foreign 
sources. After completion and when the 
ANGTS is operational pursuant to satisfac- 
tory tariff and tracking arrangements, the 
credit of the project itself will provide ade- 
quate assurances of debt service. Alaska’s 
governor has recently established a com- 
mittee to explore possible state participa- 
tion in financing of the ANGTS. 


Map shows the entire 
4,800-mile route of the 
ANGTS. Approximately 
30% of the pipeline 
mileage will be complete 
this year when portions 
of the Eastern Leg are 
operational. The initial 
phase of the Western Leg 
was placed in service in 
October 1981. 


a 
San Francisco @ 


pee 
Alaska Natural Gas 
Transportation System 


Baas 
Initial Phase of Construction 


Northwest Pipeline System 
22 


Prudhoe Bay 


Preconstruction effort continues 
Engineering design and environmental 
studies began several years ago in prepa- 
ration for construction in Alaska. The 
Engineering Project Management contrac- 
tor is Fluor Engineers and Constructors, 
Inc. of Irvine, California for the pipeline 
system. Ralph M. Parsons Company of 
Pasadena, California is the contractor for 
engineering and design work for the gas 
conditioning plant. Northwest, Fluor and 
Parsons have assembled a team of over 
1,000 experienced cost estimators, cost 
engineers, design engineers, environmen- 
tal and other experts representing every 
discipline necessary for estimating, 
designing, engineering, constructing and 
controlling the cost of a project of the 
magnitude of the ANGTS. Collectively, 
Northwest, Fluor, Parsons and other con- 
sultants with proven Arctic experience 
have spent over three years and over one 
million man-hours on the design and engi- 
neering of the Alaskan segment, including 
numerous highly technical field programs 
to ensure the correct design. 

Because of Alaska’s harsh environment, 
rugged terrain and permafrost conditions, 
the Alaskan portion of the system will rep- 
resent the greatest construction chal- 
lenge. It will involve construction of the 
gas conditioning plant and related facili- 
ties at Prudhoe Bay, 745 miles of 48-inch 
diameter pipe extending from Prudhoe 
Bay to the Alaska-Yukon border, seven 
compressor stations, 17 pipeline work 


camps, seven compressor station camps, 
14 refrigeration units, 12 airfields and four 
operations and maintenance facilities. 

The most extensive of the Alaskan field 
studies is frost-heave testing to determine 
the effects of freezing and thawing on the 
buried pipeline in Alaska. Additional field 
studies in 1981 included borehole drilling 
to determine subsurface soil and frost 
conditions, controlled blasting and trench 
excavation, river and stream crossing 
surveys and several other technical field 
procedures. 


Early construction continues 

Canadian gas began flowing through the 
completed portion of the Western Leg on 
October 1. The pipeline, which can deliver 
up to 300 million cubic feet per day to cus- 
tomers in southern California, was con- 
structed in the United States by Pacific 
Gas Transmission Company, a subsidiary 
of Pacific Gas and Electric Company of 
San Francisco. The Canadian section was 
built by Foothills Pipe Lines (Yukon) Ltd. as 
part of existing pipeline systems in Alberta 
and British Columbia. 

The initial phase of the U.S. Eastern Leg, 
823 miles of 42-inch diameter pipeline, is 
being built by Northern Border Pipeline 
Company. This segment is scheduled for 
completion in the fall of 1982. It will con- 
nect with the Canadian Eastern Leg, now 
nearing completion, to initially deliver up 
to 975 million cubic feet of gas per day to 
customers in midwestern and eastern U.S. 


The composite diagram 
illustrates several 
methods being tested to 
control frost heave. 
Each method will be 
used independently as 
soil conditions require. 
Buried pipe sections are 
under study at seven lo- 
cations along the route 
of the pipeline in Alaska. 


markets. Ultimately, the U.S. Eastern Leg 
will traverse some 1,131 miles from Mon- 
tana to Dwight, Illinois. 

Northern Border Pipeline Company is a 
consortium of five gas transmission com- 
panies including Northwest Border Pipe- 
line Company, a subsidiary of Northwest 
Energy Company. Northwest Border has a 
12%% equity ownership in the pipeline. 
The company is currently realizing earn- 
ings from the allowance for equity funds 
used during construction, and upon com- 
pletion of construction will realize earn- 
ings from operations and investment tax 
credits. With the completion of initial con- 
struction of the U.S. Eastern Leg in the fall 
of 1982, 30% of the pipeline mileage of the 
ANGTS will be complete. 


Reduces U.S. dependence 
The Alaskan project initially will reduce 
U.S. dependence on foreign oil by replac- 


- ing at least 400,000 barrels per day of 


imported oil and substantially reducing the 
nation’s foreign payments. The ANGTS will 
also create jobs for American workers and 
orders for U.S. businesses. 

Alaskan gas will not be subject to OPEC 
price increases or embargoes. It will be an 
assured source of energy for the benefit of 
a wide variety of U.S. gas consumers. In 
addition, the Alaskan project will stimulate 
natural gas exploration in Alaska and Can- 
ada and produce a net national economic 
benefit to the U.S. ranging from $40 billion 
to $90 billion. 
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GC... Operations 


he Company’s coal operations are 
carried out primarily by Northwest 
Coal Corporation, whose wholly 
owned subsidiary owns and operates an 
underground mine in western Colorado, 
producing high-BTU, low-sulfur, bitu- 
minous coal. 

Coal operations have been adversely 
affected by low market prices and high 
operating and transportation costs. In 
1981, the coal operations generated an 
operating loss of approximately $6.5 mil- 
lion, before income tax benefits and finan- 
cial costs. 

While near-term improvement in results 
from coal operations does not appear 
promising, management is evaluating 
alternatives and seeking ways to minimize 
losses and to realize the value of its coal 
assets in the best manner possible. 

The Colorado mine consists of five 
seams, but only the upper seam is cur- 
rently being mined. The other four seams 
contain the same type of coal with varying 
sulfur content. Aggregate recoverable 
coal reserves from all seams are estimated 
at 40 million tons. A coal-washing facility, 
placed in operation in January 1980, 
enables Northwest Coal to remove impuri- 
ties from coal and thereby raise its BTU 
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value. In addition, the company placed a 
unit-train loadout facility in operation in 
late 1979. The loadout facility has a capac- 
ity of 8,000 tons of coal and can load 80- 
car unit-trains in less than two hours. This 
facility allows Northwest Coal to provide 
coal to its customers at lower transporta- 
tion rates. 

Production from the mine reached 
696,000 tons in 1981, substantially over the 
1980 total of 435,000 tons. Northwest Coal 
plans to mine over 800,000 tons in 1982. 


Improved operating efficiency 

Tons produced per man-day worked 
jumped from 7.19 in 1980 to 11.05 in 1981, 
reflecting the use of the longwall system 
and better utilization of manpower. The 
cost per ton of coal produced also 
dropped by approximately $5 per ton asa 
result of improved operating efficiency. 
Management is quite hopeful that even 
greater efficiency can be realized. 

The main purchaser of coal from the 
mine is Central Illinois Light Company 
(CILCO), Peoria, which has a contract to 
purchase a minimum of 600,000 tons per 
year. Itis likely that CILCO will purchase 
the mine’s entire production in 1982. 

Coal produced at the Colorado mine can 
be used as soft coking coal for blending in 
steel mills. As a result, Northwest Coal 
entered this market in 1980 with some 
sales to Japan, which reached 60,000 tons 
in 1981 and may result in long-term con- 
tracts in the future. 


The longwall produc- 
tion unit utilizes 
hydraulic roof sup- 
ports (see illustration), 
while shearers cut 
coal from the face of 
the mine. At right, 
miners operate the 
longwall system at 
Northwest’s mine in 
western Colorado. 
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This processing plant 
at Ignacio, Colorado 
removes liquid hydro- 
carbons from natural 
_ gas produced in the 
- San Juan Basin. The 
resulting liquid 
products—butane, 
propane and natural 
gasoline—are stored 
at the plant and mar- 
keted throughout the 
region. 
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Management’s Discussion 
and Analysis 


The following discussion is provided to assist your under- 
standing of the Company’s results of operations and finan- 
cial condition for the three years ended December 31, 1981. 


Operating Results 

During the three years ended December 31, 1981, Northwest 
Pipeline Corporation (‘‘Pipeline’’) has accounted for sub- 
stantially all of the consolidated net income of the Company. 
Despite Pipeline’s reduction in sales volumes of 94 billion 
cubic feet (‘‘BCF’’) in 1980 from 1979 and 10 BCF in 1981 
from 1980, it has been successful in maintaining significant 
increases in net income, due primarily to investment tax 
credits generated from property, plant and equipment addi- 
tions, plus achievement of a satisfactory return on an 
increasing rate base. The reduction in sales volumes was 
anticipated by Pipeline in its rate filings, resulting in operat- 
ing expenses (net of other operating revenues, such as 
extracted product sales) and other cost of service compo- 
nents being recovered over the lesser sales volumes. 

Pipeline’s gross margin (natural gas sales minus gas pur- 
chases and gas royalties) increased by approximately 13% 
from 1979 to 1980 and by approximately 14% from 1980 to 
1981. The major causes for these increases can be attri- 
buted to increased revenue generated through a higher rate 
base, plus, starting October 1, 1981, an increase in the 
overall rate of return on rate base from 10.68% to 13.92% as 
filed for in Pipeline’s most recent rate case. 

Pipeline spent over $212 million for capital expenditures 
on transmission, gas supply and production and drilling 
projects during 1981, including the 351-mile expansion of its 
existing transmission line to accommodate early delivery of 
Alberta natural gas to California markets in conjunction with 
the Alaska Highway Pipeline Project. These expenditures 
significantly reduced the Company’s effective income tax 
rate through higher investment tax credits. Comparable 
expenditures by Pipeline for 1980 and 1979 were approxi- 
mately $161 million and $74 million, respectively. 

One of the most significant increases in the Company’s 
Consolidated Statement of Income for 1981, compared with 
1980, is the nearly $25 million increase in interest expense, 
net of an increase of approximately $15 million in allowance 
for borrowed funds used during construction, principally 
applicable to short-term interest. An increase in interest 
expense of $16 million on long-term debt resulted from 
issuance in July 1981 of $40 million of 9% convertible subor- 
dinated debentures, representing a first offering in the Euro- 
dollar market, Pipeline’s issuance of $100 million of 16%4% 
sinking fund debentures during May 1981 and the issuance 
of $90 million in variable-interest-rate bank term-loans dur- 
ing September 1981. Increases in interest expense for Pipe- 
line were anticipated in Pipeline’s most recent rate filing 
and, therefore, were substantially covered through 
increased gas sales rates. The Company's level of short- 
term borrowings in relation to the previous year’s level also 
had a significant impact on interest expense (approximately 
a $24 million increase) in 1981. Draw-downs on the Com- 
pany’s line-of-credit arrangements averaged $140 million 
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during 1981, compared with $11 million during 1980, due pri- 
marily to the extensive capital expenditures (discussed 
above) and general corporate requirements. Also, the 
weighted average short-term interest rate during 1981 was 
approximately 18%, compared with approximately 16% for 
1980. 

For the periods presented, Northwest Energy Company 
(‘‘Energy’’) has recognized its pro rata share of allowance 
for equity funds capitalized resulting from its participation in 
the Alaska Highway Pipeline Project (see Note 2 of Notes to 
Consolidated Financial Statements). As the equity base in 
the Project increases, the allowance for equity funds capi- 
talized also increases. For the three years ended December 
31, 1981, Energy has invested approximately $63.7 million of 
cash in Alaskan Northwest Natural Gas Transportation Com- 
pany and Northern Border Pipeline Company. The allow- 
ance for equity funds capitalized for that period amounted 
to $22.7 million. . 

One significant consolidated expense item which 
increased considerably, particularly in 1980 over 1979, was 
operation and maintenance expense. While Pipeline’s por- 
tion of the increase was substantial, due to employee- 
related and inflationary increases, such increases were par- 
tially anticipated and recovered through the rate-making 
process described above. Over half of the consolidated 
increase in 1980, however, was attributable to operations of 
other subsidiaries, particularily a coal subsidiary, in which 
the increased operating costs were partially offset by 
increased sales revenues, thereby not materially affecting 
net income. 

Although the impact on 1981 consolidated operating 
income (approximately $4.7 million) from Northwest Explo- 
ration Company (‘‘Northwest Exploration’) was not material, 
this company has now reached a stage where its future con- 
tribution to consolidated profitability could be substantial. 
Management believes that Northwest Exploration’s net 
leasehold position, once proved and developed, can pro- 
vide sizable returns on the funds invested. Consequently, 
the Company has budgeted over $43 million in 1982 for drill- 
ing expenditures. 

On a less positive note, the Company’s coal operations 
continued to generate an operating loss, which for 1981 
amounted to approximately $6.5 million. Such operations 
have been plagued with low market prices, coupled with 
high operating and transportation costs. In addition, the 
Company found it necessary to abandon certain properties 
that cannot be economically mined at the present market 
prices. Although near-term improvement in the results from 
coal operations does not appear promising, management is 
moving ahead to develop the most economically feasible 

-plans to minimize the Company’s exposure to further losses. 


Capital Resources and Liquidity 

During the three-year period ended December 31, 1981, the 
Company expended approximately $571.2 million for prop- 
erty, plant and equipment additions, plus $63.7 million for 
the Alaska Highway Pipeline Project. As evidenced by the 
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accompanying graph, a significant portion of these expen- 
ditures was provided by funds from operations. In addition, 
the Company has been successful in obtaining external 
funds through debt and equity markets. The Company’s 
financing since 1978, exclusive of short-term borrowings 
and secondary offerings, is presented below: 


Date Description of Issue 

September 1979 1,800,000 shares of Energy common stock 

July 1980 3,000,000 shares of Energy $2.125 cumulative con- 
vertible preference stock, Series A 

May 1981 $100 million of Pipeline 16% % sinking fund 
debentures 

July 1981 $40 million of Northwest International Finance 9% 
convertible subordinated debentures 

September 1981 $90 million of variable-interest-rate bank term-loans 


The Company anticipates 1982 capital expenditures will 
total approximately $224.3 million, including approximately 
$171 million for the Alaska Highway Pipeline Project. These 
Capital expenditures are expected to be financed with long- 
term debt and equity issues, with bank debt and with funds 
provided from operations. Traditionally the Company has 
funded its capital expenditure programs on an interim basis 
with bank debt and has refinanced such bank debt with 
issues of long-term debt and equity. Such financing prac- 
tices have provided flexibility in the timing of issuance of 
long-term securities. With respect to a discussion of financ- 
ing for the Alaska segment of the Alaska Highway Pipeline 
Project, see Note 2 of Notes to Consolidated Financial 
Statements. 

At December 31, 1981, the Company’s most significant 
unused source of liquidity consisted of lines-of-credit and 
available debt capacity under the Company’s existing inden- 
tures. The unsecured line-of-credit arrangements available 
to the Company were $597 miillion, $430 million and $159 
million at December 31, 1981, 1980 and 1979, respectively. 
Management believes that the Company has adequate 
_ interim financing capacity from these bank credit arrange- 
ments, but will secure additional lines as business circum- 
stances dictate. 

One aspect of the Company’s business which indirectly 
provides a measure of liquidity and the ability to secure cap- 
ital, is Pipeline’s available gas supply. This status is mea- 
sured by a reserve life index, which for Pipeline is estimated 
at 21.6 years and is the highest of any major gas transmis- 
sion company in the United States. 


Inflation 

_ All areas of the Company are confronted with the ever- 
increasing cost of labor and materials as a result of inflation. 
The ability to recover these increases through revenues, 
without eroding net income, is contingent upon market con- 
ditions for gas and oil production and the regulatory 
response by FERC in the case of gas transmission opera- 
tions. Inflationary impact on the Company is addressed in 
another section of this report, beginning on page 50. 
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Consolidated Balance Sheet 


(Dollars in Thousands) 


Northwest Energy Company and Subsidiaries 


December 31, 1981 1980 
Assets ee 
Property, Plant and Equipment, at cost $1,250,137 $ 940,392 
Less—Accumulated depreciation, depletion and amortization 358,159 321,206 

891,978 619,186 
Construction work in progress 45,156 92,140 

937,134 711,326 
Investments: 


Alaska Highway Pipeline Project (Note 2)— 


Alaskan Partnership 62,161 48 822 
Northern Border 52,334 5,321 
Other 21,723 10,578 
136,218 64,721 


Current Assets: 


Cash and temporary cash investments 35,599 13,463 
Accounts receivable 223,577 166,308 
Exchange gas due from others, net 15,796 3,011 
Federal and state income taxes receivable (Note 8) 19,028 2,987 
Gas stored underground (at average cost) 84,660 79,426 
Inventories (principally at average cost) 37,446 20,811 
Costs recoverable through rate adjustments 22,392 _ 
Prepayments and other 14,331 6,717 

452,829 292,723 
Deferred Charges 11,771 4,837 


$1,537,952 $1,073,607 


The accompanying notes to consolidated financial statements are an integral part of this consolidated balance sheet. 
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1981 1980 
Liabilities and Stockholders’ Equity 
Capitalization: 
Common stockholders’ equity (Note 4)— 
Common stock, par value $1 per share, authorized 80,000,000 shares; 

outstanding 16,241,990 and 16,023,821 shares, respectively $ 16,242 $ 16,024 
Additional paid-in capital 147,994 142,635 
Retained earnings (Note 6) 193,425 148,240 
357,661 306,899 

Less—Obligation from the Trustee of the Bonus Employee Stock Ownership Plan (Note11) 5,587 5,916 
352,074 300,983 

Preference stock, issuable in series, par value $1 per share, authorized 10,000,000 shares; 
outstanding 2,999,500 and 3,000,000 shares, respectively; cumulative convertible, 
Series A (Note 4) 71,188 71,200 
Preferred stock issues of Northwest Pipeline Corporation, 
subject to periodic redemption (Note 4) 52,480 53,750 
Long-term debt, less current maturities (Note 5) 420,531 229,567 
896,273 655,500 
Current Liabilities: 

Current maturities of long-term debt (Note 5) 39,434 19,778 
Notes payable to banks (Note 7) 224,546 39,320 
Accounts payable 203,540 187,615 
Accrued taxes, other than income taxes 6,549 5,858 
Accrued interest 15,182 5,379 
Costs refundable through rate adjustments — 28,872 
Reserve for estimated rate refunds ~ 7,025 
Accrued payroll and benefits 15,368 10,489 
Other 12,107 8,852 
516,726 313,188 

Accumulated Deferred Income Taxes (Note 8) 124,953 104,919 


Commitments and Contingencies (Notes 2, 3 and 12) 


$1,537,952 $1,073,607 
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Consolidated Statement of Income 


(Dollars in Thousands, Except Per Share Amounts) 


Northwest Energy Company and Subsidiaries 


Year Ended December 31, 1981 1980 1979 
Operating Revenues (Notes 3 and 9) $1,398,809 $1,323,432 $1,119,532 
SAYS TST ETS 1 aR FE RS ELE ELLE I ES OSSD IE IE OT RE ET BI IES ES ESTELLE EEO EE ETE LOS ITE TEE IO OTL, ALLELE EDS 


Gas purchases 1,020,974 1,012,221 851,541 
Gas royalties 65,935 55,062 65,549 
Operation and maintenance 131,177 107,801 73,254 
Depreciation, depletion and amortization 39,459 30,903 28,229 
Taxes, other than income taxes 14,617 12,977 10,344 
Income taxes (Note 8) ; 16,571 34,123 28,428 
1,288,733 1,252,687 1,057,345 
Operating Income 110,076 70,745 62,187 
Other (Income) and Income Deductions: 
Interest charges 67,747 27,764 26,953 
Allowance for borrowed funds used during construction (20,068) (4,854) (2,304) 
47,679 — 22,910 24,649 


Pro rata share of allowance for equity funds capitalized during 
engineering, design and construction (Note 2)— 


Alaskan Partnership (7,650) (6,105) (4,191) 
Northern Border (4,251) (385) (108) 
Northwest Pipeline Corporation 5,090 5,240 5,304 
Other, net 111 (3,984) (3,408) 
Allowance for equity funds used during construction (1,044) (1,006) (1,326) 
39,935 16,670 20,920 

Net Income 70,141 54,075 41,267 
Less—Preference stock dividend requirement _ 6,374 2,/28 — 
Net Income Applicable to Common Stock $ 63,767 $ 51,347. “9 74a 


Income Per Share Applicable to Common Stock and Common 
Stock Equivalents: 


Primary $ 3.83 $ 3.23 § 3.03 
Fully diluted 3.64 3.16 3.01 


Weighted Average Number of Common Shares and Common 
Stock Equivalents Outstanding, in thousands: 


Primary 16,882 15,876 13,600 
Fully diluted 19,510 17,099 13,719 
Dividends Declared Per Share of Common Stock $ 1.15 $ 05 A.25 85 


The accompanying notes to consolidated financial statements are an integral part of this consolidated statement. 
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Consolidated Statement of Changes in 
Financial Position 


(Dollars in Thousands) 


Northwest Energy Company and Subsidiaries 


Year Ended December 31, 1981 1980 1979 
Source of Funds: 

Operations— 

Net income $ 70,141 $ 54,075 $ 41,267 
Nonfund income items: . 

Depreciation, depletion and amortization 39,459 30,903 28,229 
Deferred income taxes—noncurrent (Note 8) 23,460 25,520 23,790 


Pro rata share of allowance for equity funds capitalized during 
engineering, design and construction (Note 2)— 


NM as 85) (108) 
Allowance for equity funds used during construction (4044) (1,006)_ (1,826) 
Other . 3,669 4,430 51332 
Total funds from operations 123,784 107,432 92,993 
Other sources— 
Equity securities issued 4,957 81,600 45,351 
Long-term borrowings (Note 5) 230,565 4,222 D195 
Decrease in working capital 43,432 65,360 — 
Other 2,297 2,652 2,633 
Total source of funds $405,035 $261 ,266 $141,495 
Use of Funds: 
Additions to property, plant and equipment $269,018 $207,953 $ 95,189 
Investments, excluding allowance for equity funds capitalized (Note 2)— 
~ AlaskanPartnershipandNorthernBordersts—é<‘“‘i‘=~™S™S™*~*~*~;”;”;”;”;”;~;~;~*~*éBiS**~*C«OC~‘:*‘«*Si=«BODP 
Other 10,326 792 675 
Reduction in long-term debt 39,649 20,244 16,631 
Cash dividends 24,956 17,812 11,584 
Increase in working capital _ — 2,648 
Other 12,635 5,065 8,906 
Total use of funds $405,035 $261,266 $141,495 
Changes in Components of Working Capital: 
Cash and temporary cash investments $ 22,136 $ 7,697 $ (3,654) 
Accounts receivable 57,269 (6,163) 56,280 
Gas stored underground 5,234 28,605 5,062 
Inventories 16,635 7,541 eet9 
Costs recoverable/refundable through rate adjustments 51,264 (50,290) (5,951) 
Current maturities of long-term debt (19,656) (3,436) 1,628 
Notes payable to banks (185,226) (39,320) 9,000 
- Accounts payable (15,925) (52,835) (42,469) 
Accrued taxes, including income taxes 15,350 APN OS 10,960 
Reserve for estimated rate refunds 7,025 20,710 (23,866) 
Other 2,462 (480) (6,557) 
Total increase (decrease) in working capital $ (43,432) $ (65,360) $ 2,648 


The accompanying notes to consolidated financial statements are an integral part of this consolidated statement. 
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Consolidated Statement of Capitalization 


(Dollars in Thousands) 


Northwest Energy Company and Subsidiaries 


Year Ended December 31, 1981 1980 1979 


Common Stockholders’ Equity (see accompanying Consolidated Statement of 
Common Stockholders’ Equity and Note 4): 


Common stock $ 16,242 $ 16,024 $ 10,495 
Additional paid-in capital 147,994 142,635 141,497 
Retained earnings (Note 6) 193,425 148,240 111,977 

357,661 306,899 263,969 


Less—Obligation from the Trustee of the Bonus Employee 
Stock Ownership Plan (Note 11) 5,587 5,916 6,244 


Total common stockholders’ equity 352,074 300,983 2b. if2o 


Preference Stock of Northwest Energy Company (Note 4): 


Issuable in series, par value $1 per share, authorized 10,000,000 shares; 
outstanding at December 31, 1981 and 1980, 2,999,500 and 3,000,000 shares, 
respectively; cumulative convertible, Series A— . 


Balance at beginning of period 71,200 _ ~ 
Proceeds from the issuance of 3,000,000 shares (net of $3,800 of 

issuance costs) _ 71,200 _ 
500 shares converted into common stock (12) _ — 
Balance at end of period 71,188 71,200 “ 


Preferred Stock Issues of Northwest Pipeline Corporation (Note 4): 


Issuable in series, par value $1 per share, authorized 10,000,000 shares; 
outstanding, 699,200 shares, 750,000 shares and 800,000 shares at December 
31, 1981, 1980 and 1979, respectively, cumulative $2.50 series; and 1,400,000 
shares, cumulative $2.36 series; both series subject to periodic redemption— 


Balance at beginning of period 53,750 55,000 55,000 
Preferred stock redeemed for sinking fund requirements (1,270) (1,250) — 
Balance at end of period 52,480 53,750 55,000 


Long-Term Debt, less current maturities of $39,434, $19,778 
and $16,342, respectively (Note 5): 


First Mortgage Pipe Line Bonds, 4.675%-6% series, due 1984-1986 13,119 20,920 28,721 
Sinking Fund Debentures, 5%%-16%% series, due 1984-2001 286,144 205,066 215,969 
Convertible Subordinated Debentures, 9%, due 1996 40,000 _ — 
Variable-interest-rate bank term-loans, due quarterly through 1987 75,000 _ _ 
Other 6,268 3,581 858 
Total long-term debt 420,531 229,567 245,548 


Total capitalization $896,273 $655,500 $558,273 


The accompanying notes to consolidated financial statements are an integral part of this consolidated statement. 
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Consolidated Statement of 
Common Stockholders’ Equity 


(Dollars in Thousands) 


Northwest Energy Company and Subsidiaries 


Year Ended December 31, 1981 1980 1979 
Common Stockholders’ Equity (Note 4): 


Common stock, par value $1 per share, authorized 80,000,000 shares; 
outstanding at end of period, 16,241,990, 16,023,821 and 10,495,372 shares, 
respectively— 


Balance at beginning of period $ 16,024 $ 10,495 $ 4,304 
Par value of 218,169 shares issued in 1981, 231,972 shares issued in 1980 
and 1,887,320 shares issued in 1979 218 232 1,887 


Par value of 5,296,477 shares issued in 1980 and 4,304,026 shares 
issued in 1979 in connection with 50% and 100% common 


stock distributions, respectively -_ 5,297 4,304 
Balance at end of period 16,242 16,024 10,495 
Additional paid-in capital: 

Balance at beginning of period 142,635 141,497 104,150 
Proceeds, in excess of par value, from common stock issued 4,739 6,368 43,464 
Excess of stated amount of Northwest Pipeline preferred stock 

redeemed, over cost of redemption 206 83 _ 
Issuance costs of common stock _ (8) CHS 43) 
Transfer of capital in connection with 50% and 100% common stock 

distributions in 1980 and 1979, respectively ~_ (5,297) (4,304) 
Other capital transactions 414 (8) —_ 
Balance at end of period 147,994 142,635 141,497 


Retained earnings (Note 6): 
Balance at beginning of period 148,240 111,977 82,294 
Net income for period 70,141 54,075 41,267 


Cash dividends— 
Common stock (18,582) (15,084) (11,584) 
Preference stock (6,374) (2,728) _ 
Balance at end of period 193,425 148,240 AO hE 
Subtotal 357,661 306,899 263,969 
Less—Obligation from the Trustee of the Bonus Employee 
Stock Ownership Plan (Note 11) 5,587 5,916 6,244 
Total common stockholders’ equity $352,074 $300,983 $257,725 


The accompanying notes to consolidated financial statements are an integral part of this consolidated statement. 
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Notes to Consolidated 
Financial Statements 


(1) Summary of Accounting Policies 

Consolidation 

The consolidated financial statements include the accounts 
of Northwest Energy Company (“‘Energy’’) and all signifi- 
cant wholly owned subsidiaries (the ‘‘Company’’). All signifi- 
cant intercompany transactions have been eliminated. 
Northwest Pipeline Corporation (‘‘Pipeline’’), the principal 
subsidiary of Energy, is an interstate natural gas transmis- 
sion company which owns and operates a pipeline system 
for the transmission and sale of natural gas in the north- 
western United States. Natural gas transmission assets, 
including the assets of Pipeline and of Northwest Alaskan 
Pipeline Company (‘‘Northwest Alaskan’) and Northwest 
Border Pipeline Company (‘‘Northwest Border’’), discussed 
below, approximated 86% of consolidated assets at 
December 31, 1981 and 89% at December 31, 1980. Such 
operations accounted for more than 97% of consolidated 
operating revenues and net income for the periods 
presented. 

Energy’s investments in the Alaska Highway Pipeline 
Project (the ‘‘Project’’) (see Note 2, below) have been made 
through two subsidiaries, Northwest Alaskan and Northwest 
Border. Northwest Alaskan is a partner in a partnership, 
Alaskan Northwest Natural Gas Transportation Company 
(the ‘‘Alaskan Partnership’’), which will construct and oper- 
ate the Alaska segment of the Project. Northwest Border is a 
partner in another partnership, Northern Border Pipeline 
Company (‘‘Northern Border’’), which is constructing and 
will operate the Northern Border segment of the Project. 

Northwest Alaskan’s and Northwest Border’s investments 
in the Project are accounted for at cost plus the subsidiar- 
ies’ pro rata share of allowance for equity funds capitalized 
during engineering, design and construction. Such invest- 
ments are carried at amounts which are the same as the 
subsidiaries’ equity in the underlying net assets of the 
respective partnerships. 


Property, Plant and Equipment 
Property, plant and equipment, consisting principally of gas 
transmission and production plant, is recorded at cost 
which, for properties of Pipeline, represents original cost. 
Expenditures which materially increase values or capaci- 
ties or extend useful lives of property, plant or equipment 
are Capitalized. Routine maintenance, repairs and renewal 
costs are charged to income as incurred. Gains or losses 
from the ordinary sale or retirement of property, plant and 
equipment are charged or credited to accumulated depre- 
ciation, depletion and amortization. 


Allowance for Borrowed and Equity Funds 

Used During Construction 

Allowance for funds used during construction (‘‘AFUDC”’) 
for Pipeline, included in ‘‘Other income and income deduc- 
tions,’ represents the estimated cost of borrowed and 
equity funds applicable to utility plant in process of con- 
struction. Recognition is made of these items as a cost of 


38 


utility plant because it constitutes an actual cost of con- 
struction and, under established regulatory practices, Pipe- 
line is permitted to recover and earn a return on such costs. 
The Federal Energy Regulatory Commission (‘“FERC’’) has 
prescribed a formula which is used in computing separate 
allowances for borrowed and equity funds used during 
construction. 

The composite rate used by Pipeline to capitalize the cost 
of funds related to construction was approximately 20%, 
19% and 15% for 1981, 1980 and 1979, respectively. Such 
rates include the cost related to compensating balance 
arrangements with banks. 


Depreciation, Depletion and Amortization 

Depreciation for Pipeline is provided by the straight-line 
method for all classes of property, plant and equipment, 
except producing gas properties. The composite annual 
depreciation, depletion and amortization (“‘DD&A’’) rates for 
1981, 1980 and 1979 were 3.97%, 3.94% and 4.09%, respec- 
tively. DD&A for gas properties of Pipeline is determined by 
the unit-of-production method. 

Exploration activities, other than Pipeline, are accounted 
for under the full-cost method, and under this method of 
accounting the entire full-cost pool of capitalized costs, 
including undeveloped leasehold costs, is amortized using 
the unit-of-production method. 

For additional information regarding the Company’s 
accounting policies for oil and gas operations, see Note 15. 

Coal leases and mine development costs are amortized or 
depleted using the unit-of-production method, based upon 
total estimated tons of proved recoverable coal reserves. 
Coal mining equipment and facilities are depreciated ona 
straight-line basis over useful lives of from 3 to 20 years. 


Federal Income Taxes ~ 

Deferred income taxes are provided on substantially all tax 
timing differences. The tax benefit of the investment tax 
credit is recognized currently for financial reporting 
purposes. | 


Income Per Share Applicable to Common Stock 

Primary income per share has been computed by dividing 
net income applicable to common stock, as adjusted for the 
after-tax interest on the 9% convertible subordinated deben- 
tures, by the weighted average number of common shares 
and common stock equivalents outstanding during the 
applicable periods. Shares issuable upon conversion of the 
9% convertible subordinated debentures into common 
stock are classified as common stock equivalents and have 
been included in the weighted average number of common 
equivalent shares outstanding. 

Fully diluted income per share has been computed based 
upon the weighted average number of common shares and 
common stock equivalents outstanding, adjusted by the 
assumed conversion of Energy’s preference stock into com- 
mon stock and adjusted for shares issuable from the 


assumed payment of outstanding Executive Incentive Plan 
awards. Income for the fully diluted computations has been 
adjusted for both the interest on the 9% convertible subordi- 
nated debentures and the dividend requirement on Energy’s 
preference stock. 


Reclassifications 

Certain minor revisions and reclassifications have been 
made in the 1980 and 1979 financial statements to conform 
with the format followed for the 1981 financial statements. 


(2) Investment in the Alaska Highway Pipeline Project 
Scope and Organizational Structure of the Project 

The Alaska Highway Pipeline Project (the ‘‘Project’’) con- 
templates construction and operation of a pipeline trans- 
mission system to bring natural gas from Prudhoe Bay on 
the North Slope of Alaska through western Canada to west- 
ern, midwestern, southern and eastern markets in the lower 
48 states. In 1978, Northwest Alaskan Pipeline Company, a 
wholly owned subsidiary of Energy, and affiliates of major 
U.S. natural gas transmission companies formed Alaskan 
Northwest Natural Gas Transportation Company, a general 
partnership (‘‘Alaskan Partnership’’), to construct and oper- 
ate the Alaska segment of the Project. A Canadian consor- 
tium will design, construct and operate natural gas pipelines 
and related facilities to transport Alaskan gas from the Alas- 
kan-Canadian border across Canada for delivery at two 
points on the international boundary, one near Kingsgate, 
British Columbia and the other at Monchy, Saskatchewan. 
From Kingsgate, a portion of the Alaskan gas will be trans- 
ported to California and other western states through the 
expansion of certain existing pipeline facilities, which com- 
prise the Western Leg segment of the Project. During 1981, 
Pipeline expanded some of its existing facilities in connec- 
tion with the early construction of a portion of the Western 
Leg to expedite movement of Canadian gas prior to the flow 
of Alaskan gas from Kingsgate to southern California. 
Another subsidiary of Energy is a partner in the Northern 
Border Pipeline Company, which has under construction 
and will operate the Northern Border segment of the Project 
that will deliver Canadian gas to midwestern, southern and 
eastern markets commencing in late 1982 as a part of phase 
one of the Northern Border segment of the Project. Addi- 
tional construction will be required to permit the flow of 
Prudhoe Bay gas. 

In 1980, the Alaskan Partnership and the three major 
Prudhoe Bay gas producers (the ‘‘Producers’’), Atlantic 
Richfield Company, Exxon Corporation and The Standard 
Oil Company (Ohio), entered into an agreement (the ‘‘Coop- 
erative Agreement’) which established a jointly funded, 

_ jointly managed undertaking for the design, engineering 
and construction planning of the Alaska segment of the 
pipeline and the gas conditioning plant necessary to pre- 
pare the gas for pipeline transmission. Under this Coopera- 
tive Agreement, the Alaskan Partnership and the Producers 
are making capital contributions on a 50/50 basis until 


design and engineering work for the Alaska segment of the 
pipeline and the conditioning plant have been completed. 
The State of Alaska, a signatory to the Cooperative Agree- 
ment, is initially monitoring the design and engineering 
effort as an observer, but the State may elect to participate 
financially at a later date and then assume full participation 
in management of the design and engineering effort. 


Capital Costs 
The estimated capital costs for the Project, stated in 1980 
dollars as required by FERC and excluding AFUDC, are as 
follows: approximately $10.8 billion for the pipeline facilities 
in the Alaska segment and approximately $3.6 billion for the 
gas conditioning plant; approximately $5.8 billion (U.S.) for 
the Canadian segment; and approximately $2.8 billion for 
the Northern Border and Western Leg segments. These esti- 
mates include contingencies and allowances for abnormal 
events which vary for the conditioning plant and each major 
pipeline segment. Inflation and AFUDC during the period of 
construction will, of course, significantly increase the final 
cost of the Project. It is anticipated that total cash require- 
ments for all segments of the Project, projected to the dates 
of actual expenditure and including capitalized interest, will 
fall in the range of $39 billion to $48 billion. | 

Of the estimated capital costs for the delivery system nec- 
essary to deliver Prudhoe Bay gas to markets in the lower 48 
states, as set forth above, commitments for approximately 
$2.5 billion in 1980 dollars have been made and financing 
has been secured. 


Financing of the Alaska Segment and Conditioning Plant 

In May 1981, the Alaskan Partnership reported to the United 
States Department of Energy that it had reached agreement 
with the Producers on a conceptual approach to a private 
financing of the Alaska segment of the pipeline and the con- 
ditioning plant for presentation to the financial community. 
The agreement provided that the conditioning plant and the 
pipeline would be financed as one project and that the Pro- 
ducers would be given a minority ownership. 

On the basis of the agreement reached by the Alaskan 
Partnership and the Producers, the first formal presentation 
of a financing plan was made in May 1981 to four major U.S. 
commercial bank lenders—Bank of America, N.T. & S.A.; The 
Chase Manhattan Bank, N.A.; Citibank, N.A., and Morgan 
Guaranty Trust Company of New York. 

This plan embodied the following concepts: (a) the debt/ 
equity ratio for all capital investment would be 75:25; (b) the 
investment limits of all participating companies would be 
defined from the outset; (c) the Alaskan Partnership and the 
Producers would be responsible for arranging funding of 
70% and 30% of the Alaska segment of the Project, respec- 
tively; (d) debt funds would be sought on a project credit 
basis with a pre-committed completion assurance pool of 
funds established to provide assurance to investors that 
construction of the facilities would be completed; and (e) 
that each company’s participation would be subject to 


39 


* 


various conditions including, but not limited to, the condi- 
tioning plant being included as part of the Alaska segment 
of the Project, the Project being deemed economically via- 
ble and the receipt of all necessary governmental approvals 
and authorizations acceptable to the participants. 

In August 1981, the four-bank coordinating group advised 
the Alaskan Partnership of the results of its preliminary 
assessment of the financing concepts, and the general 
availability of debt funds available to the Alaska segment of 
the Project. These banks also suggested certain modifica- 
tions to the financing plan which the Alaskan Partnership 
and the Producers might consider. The banks preliminarily 
concluded, subject to various conditions and caveats, that: 

(a) the Alaska segment of the Project can be privately fi- 
nanced without government guarantees or participation; 

(b) under current market conditions there would be avail- 
able on a world-wide basis up to $18 billion as debt for the 
Alaska segment of the Project; 

(c) after completion, and when satisfactory tariff and 
tracking arrangements become effective, the tariff will pro- 
vide adequate assurances of debt service; 

(d) the completion pool of funds concept would not be 
perceived by lenders generally to be acceptable, in and of 
itself, and a modified financing proposal should be consid- 
ered which would provide credit support for the majority of 
the debt during the pre-completion phase, by the sponsors 
of the Alaskan Partnership, the Producers or other credit- 
worthy parties. The banks concluded that if the required 
credit support could be arranged, such a modified plan 
might well provide the basis for private sector financing of 
the Alaska segment of the Project. 

Since the passage of the waiver package in December 
1981 (see ‘‘Status of Certain Key Regulatory Approvals’’), 
discussions among the Alaskan Partnership, the Producers 
and the four major banks have continued on a regular basis 
with the objective of determining the final structure of a pri- 
vate financing plan. Energy continues to believe that agree- 
ment will be reached on a definitive financing plan. 


Incentive Rate of Return 

The “incentive rate of return” on equity investment concept, 
which does not include the gas conditioning plant but will 
apply separately to the Alaska and Northern Border seg- 
ments, is designed to provide an incentive for minimizing 
construction costs by establishing variable rates of return 
on equity. The rate of return would decrease if construction 
cost overruns occurred and increase if construction costs 
were lower than estimated. For example, the order provides 
for areturn on equity of 17.5% for the Alaska segment if it is 
completed at its final preconstruction cost estimate, against 
a return on equity of 12.75% if there is a 100% cost overrun. 
In recognition of unanticipated construction risks, FERC 
may in its final Certificate provide for a 17.5% rate of return 
even if the actual costs exceed the projected costs. This 
would be accomplished by an adjustment in the final Certifi- 
cate of the ratio of the actual cost to the projected cost at 
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greater than one to one. The Alaskan Partnership has 
applied for a ratio of 1.267 to one and is awaiting FERC 
action on such application. 

The final Certificate for the early construction phases of 
the Northern Border segment provides that a rate of return 
on equity of 15% will be earned if the ratio of actual con- 
struction costs to estimated construction costs is equal to 
1.0758 to one, with higher returns to be earned if the ratio is 
less than 1.0758 to one and lower returns to be earned if the 
ratio is greater than 1.0758 to one. 

In determining the final cost performance of each seg- 
ment, which establishes the respective rates of return on 
equity, FERC has provided for inflation adjustments and 
adjustments for the cost of certain unanticipated or man- 
dated changes after the final cost estimates are approved. 


Status of Certain Key Regulatory Approvals 

In December 1981, Congress approved, and President Rea- 
gan signed, a waiver of existing law designed to help 
achieve private financing for the Project. This waiver per- 
mits equity participation in the Project by the Producers, 
includes the necessary North Slope gas conditioning plant 
as an integral part of the Project and authorizes FERC to 
approve a tariff which would provide adequate assurance of 
debt repayment and to expedite issuance of remaining 
FERC approvals. In that connection, FERC has scheduled a 
conference in early 1982 to receive a report on the status of 
efforts to.obtain financing for the Alaska segment and con- 
ditioning plant, to discuss the matters remaining for FERC 
consideration and to discuss procedures which FERC could 
use to expedite consideration of these matters. 

In January 1982, various parties, including 24 Congress- 
men, five states and several consumer groups, filed suit in 
Federal Appeals Court challenging Congressional approval 
of the waiver package mentioned above and seeking to 
reverse such approval. While this suit may cause a potential 
delay, Energy’s management believes the suit is without 
merit and will be dismissed. 


Energy’s Investment in the Project 
Alaska Segment— 
Summary financial information of the Alaskan Partnership 
and Cooperative Agreement as of December 31, 1981, 
follows: 
(Millions of Dollars) 


Natural gas transmission plant and conditioning 


plant under construction $586.6 
Working capital (9.8) 
SRE RS a LIE PRL EEE LE Se ED SE BF LSS SPR TS SSS EEE EEE ES LEGIT LI 
Partners’ and Producers’ equity $576.8 


Natural gas transmission plant and conditioning plant 
under construction, shown above, consists primarily of 
costs associated with research, design and engineering, fil- 
ings with regulatory authorities and, for the Alaskan Partner- 
ship, allowance for equity funds capitalized at an annual 
rate of 14%, as authorized by FERC. 


Energy’s investment in the Alaskan Partnership was 
approximately $62.2 million as of December 31, 1981, includ- 
ing $211 million of allowance for equity funds capitalized. It 
is anticipated that Energy’s investment in the Alaskan Part- 
nership will increase in 1982 by approximately $23.4 million, 
of which approximately $13.6 million will be for capital 
expenditures and approximately $9.8 million will be allow- 
ance for equity funds capitalized. 

Since formation of the Alaskan Partnership, Pipeline has 
provided services to the Alaskan Partnership and has been 
reimbursed at its cost. Such amounts for 1981, 1980 and 
1979 totaled approximately $2.3 million, $2 million and $2.9 
million, respectively. 

While Energy has not made final commitments on the tim- 
ing or the total amount of funds it will invest in the Alaska 
segment of the Project, Energy presently intends to maxi- 
mize its equity investment in the Alaskan Partnership to the 
extent prudent, and anticipates that such investment will be 
approximately $500 million (excluding AFUDC). 

Energy currently estimates that if the Alaska segment of 
the Project were to be abandoned in the near future for any 
reason, Energy’s portion of the funds required to permit an 
orderly cessation of operations would not exceed $3 million. 
This amount will, of course, increase over the course of time 
as more commitments are undertaken with respect to the 
Alaska segment. In such case, recovery of the Project costs 
would be dependent upon receipt of required governmental 
approvals. However, FERC has stated that it is not contem- 
plated that sponsors could recover their investment through 
charges to existing customers if the Project were aban- 
doned, reaffirming that it believed the President’s Decision 
did not contemplate such charges. If such recovery were 
not approved, Energy’s investment in the Alaska segment, 
net of tax benefits, would be written off. 

Northern Border Segment— 

Summary financial information of Northern Border as of 
December 31, 1981, follows: 


(Millions of Dollars) 
Natural gas transmission plant under construction 
Working capital 
Unamortized issuance costs of debt 4.8 
Long-term debt 


Partners’ equity 


Energy’s investment in all phases of Northern Border was 
approximately $52.3 million as of December 31, 1981, includ- 
ing $4.7 million of allowance for equity funds capitalized. It 
is anticipated that Energy’s investment in Northern Border 

will increase in 1982 by approximately $11.7 million, of which 
~ approximately $3.5 million will be for capital expenditures, 
approximately $6.8 million will be allowance for equity funds 
capitalized and approximately $1.4 million will be for equity 
earnings from operations, retained in Northern Border. 
Energy anticipates that its cash investment in all phases of 
the Northern Border segment will approximate $108 million. 


The Northern Border segment to be constructed for trans- 
portation of Canadian gas volumes will cost approximately 
$1.3 billion projected to the date of actual expenditure, 
including capitalized interest. Energy’s percentage interest 
in Northern Border is 12.25%. Energy anticipates a cash 
investment in phase one of the Northern Border segment of 
approximately $49 million. In December 1980, the debt and 
equity financing agreements for the Northern Border seg- 
ment were completed. These agreements include a bank 
credit agreement that provides for loans aggregating up to 
$1,055 million upon satisfaction of various conditions to 
lending and an equity commitment agreement among the 
partners. In addition, if Northern Border were for any reason 
to have insufficient funds available from its lending banks 
and other sources to pay all costs of constructing and plac- 
ing this portion of the Project in service, the five Northern 
Border sponsors, including Energy, would be committed 
(severally on the basis of their respective ownership inter- 
ests) to supply Northern Border with the amount needed 
and, if the Northern Border segment were not to be placed 
in service by 1984, to purchase, prior to 1985, the business 
and assets of Northern Border at a price equal to the cost 
thereof to Northern Border. At December 31, 1981, Northern 
Border had borrowed $538.9 million under its bank credit 
agreement. 


Current estimates are that gas deliveries under the Proj- 
ect will commence in 1987, provided that there are no 
untimely delays in arranging financing for the Project, in the 
receipt of the remaining necessary governmental and regu- 
latory approvals, or in the operational date of the gas condi- 
tioning plant and that pending litigation is expeditiously and 
favorably resolved. Pursuant to the waiver of law approved 
by Congress, FERC, in consultation with the Office of the 
Federal Inspector, is responsible for establishing the target 
completion date for the Project. The ultimate success of the 
Project is dependent upon final governmental and regula- 
tory authorizations and cost approvals, satisfactory gas 
purchase, sale and transportation contracts, adequate 
financing and successful completion of construction. Man- 
agement believes the Project is in the national interest and 
will be successfully completed. 


(3) Rate Matters 
1981 General Rate Increase 
On March 31, 1981, Pipeline filed with FERC a general rate 
increase application seeking authorization to increase its 
rates by approximately $115.7 million annually to cover 
increased costs associated with special overriding royalties, 
gas supply projects, higher operating and maintenance 
expenses, the effect of decreased sales volumes and higher 
costs of capital. Such rates were placed into effect on 
October 1, 1981, subject to refund. 

Pursuant to an agreement-in-principle reached by the 
parties involved in the 1981 general rate increase proceed- 
ing, Pipeline is collecting the filed rates during the twelve- 
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month period that commenced October 1, 1981. Pipeline has 
agreed to refund amounts collected that exceed its actual 
costs of providing natural gas service, including a return on 
rate base, during such twelve-month period. Management 
of Pipeline believes that Pipeline ultimately will have no 
refund obligations related to the overall rate level. There- 
fore, no provision for possible refunds is reflected in the 
accompanying financial statements. 

Several issues related to the 1981 general rate increase, 
however, have not been settled. In one of these issues, the 
FERC staff is contesting the amounts of special overriding 
royalties related to Pipeline’s gas production from wells 
drilled before 1973 that are includable in rates at its cost of 
service. This issue is scheduled for hearing before FERC in 
1982. Management of Pipeline believes that the resolution of 
this matter will not have a material adverse financial impact 
on Pipeline. Also see ‘‘Special Overriding Royalty Cases” 
below. The other unsettled issues relate to the allocation of 
the rate increase to various classes of service. 


Special Overriding Royalty Cases 

Approximately 75% of Pipeline’s San Juan Basin natural gas 
leasehold production is obtained under leases which 
include special overriding royalty provisions with escalation 
formulas which generally require periodic price redetermin- 
ations. Pursuant to previously negotiated settlement agree- 
ments, such special overriding royalty payments for gas 
produced from pre-1973 wells are included in Pipeline’s gas 
sales rates. These payments have been determined to be 
subject to FERC jurisdiction by FERC Orders issued Sep- 
tember 25, 1980 and December 18, 1980. Litigation regard- 
ing the issue of FERC jurisdiction over the prices paid to 
special overriding royalty owners is presently pending in the 
courts. Pending the outcome of such litigation, FERC has 
initiated proceedings to determine the regulated prices 
Pipeline should pay the special overriding royalty owners in 
the future and whether refunds are due for past periods. At 
this time, it is impossible to determine the results of such liti- 
gation and FERC proceedings, but, if it is ultimately deter- 
mined that FERC has jurisdiction, the royalty owners could 
be required to repay Pipeline for the difference between the 
reduced royalty rates and the royalty payments received by 
such royalty owners. In such event, Pipeline would be obli- 
gated to refund to its customers amounts applicable to 
Pipeline’s production from wells drilled prior to 1973, but 
may be permitted, subject to FERC approval, to retain the 
payments applicable to Pipeline’s production from wells 
drilled thereafter, since, pursuant to FERC Orders, Pipeline 
has priced such production at the applicable nationwide or 
Natural Gas Policy Act of 1978 (‘‘NGPA’) rates in lieu of 
actual cost of service. 

The proper pricing of Pipeline’s gas leasehold production 
may also be affected by the decision of the Fifth Circuit 
Court of Appeals in Mid-Louisiana Gas Company vs. FERC, 
issued December 23, 1981. According to that decision, all 
pipeline gas production must be priced pursuant to the 


42 


NGPA. Assuming this decision is not amended or reversed 
after further appeal, the cost-of-service rate treatment 
applied to Pipeline’s gas production from pre-1973 wells 
could be withdrawn, and Pipeline would be required to value 
this production at the applicable NGPA price. As an initial 
assessment, management of Pipeline believes that the 
applicable NGPA price would be less than the cost of pro- 
duction, including the special overriding royalty payments 
discussed above. This potential problem should not arise if 
the special overriding royalty payments are determined to 
be subject to FERC jurisdiction, thereby subjecting them to 
NGPA pricing limitations. However, if the special overriding 
royalty payments are ruled to be nonjurisdictional, the deci- 
sion in Mid-Louisiana creates the possibility that Pipeline 
will not be allowed by FERC to collect from its customers 
amounts sufficient to meet the payment demands of the 
special overriding royalty owners under their interpretations 
of the lease contracts. Under such conditions, Pipeline 
believes it could obtain special relief from FERC, or obtain 
an alternative form of remedy to allow it to recover its cost of 
service. 


(4) Capital Stock 


Common Stock Distributions 


A 100% common stock distribution was effected on June 8, 
1979. Accordingly, common shares outstanding doubled on 
that date and ‘‘Additional paid-in capital’’ was charged the 
$1 par value for each additional share issued. A three-for- 
two common stock distribution was effected on September 
12,1980. Therefore, common shares increased again by 
approximately 50% on that date and ‘‘Additional paid-in cap- 
ital’ was charged the $1 par value for each additional share 
issued. In the accompanying financial statements, all appli- 
cable numbers of common shares and amounts per com- 
mon share have been adjusted to reflect these common 
stock distributions. 


Change in Authorized Shares 

At the Annual Meeting of Stockholders held April 28, 1981, 
the stockholders voted to amend Energy’s Articles of Incor- 
poration, changing the capitalization of Energy to provide 
for an increase from 40,000,000 to 80,000,000 in authorized 
shares of common stock, $1 par value. 


Dividend Reinvestment and Stock Purchase Plan 

Energy has established a Dividend Reinvestment and Stock 
Purchase Plan, which provides holders of record of 
Energy’s common and/or preference stock a method of 
investing cash dividends and/or optional cash payments in 
common stock of Energy at a discount, without the payment 
of any brokerage commission, service charge or other 
expense. Shares purchased by the participants are made 
available at a 5% discount from market value, as further set 
out in the plan. Energy has the option to issue new common 
shares or purchase such shares on the open market. 


Preference Stock of Energy 

Each share of the preference stock is convertible into com- 
mon stock of Energy at any time at the rate of .81522 shares 
of common stock for each share of the preference stock 
(equivalent to a conversion price of $30.6667 per share), 
subject to adjustment under certain conditions. The prefer- 
ence stock is redeemable at any time at the option of 
Energy, in whole or in part, initially ata redemption price of 
$2713 per share and thereafter at declining prices, plus divi- 
dends accumulated to the redemption date. Dividends are 
payable quarterly and commenced October 1, 1980. 

At December 31, 1981, the total involuntary liquidation 
preference of the outstanding preference stock of Energy 
was approximately $75 million and exceeded the total par 
value by approximately $72 million. Such excess does not 
impose any restriction on retained earnings. 


Preferred Stock of Energy 

Energy’s authorized capital included 10,000,000 shares of 
preferred stock, $1 par value and issuable in series, at 
December 31, 1981. None of the authorized preferred stock 
has been issued to date. 


Preferred Stock of Pipeline 
The preferred shares of Pipeline are redeemable for sinking 
fund requirements at $25 per share, beginning on January 1, 
1981 for the $2.50 series and on July 1, 1984 for the $2.36 
series. Additionally, Pipeline may, at any time, redeem all or 
part of the preferred stock at $25 per share, plus specified 
premiums and accrued dividends, subject to certain refund- 
ing restrictions. If dividends on the preferred shares 
become in arrears in an aggregate amount equal to six 
quarterly dividends, holders of the outstanding preferred 
shares of all series will have the right, voting as a class, to 
elect two members of Pipeline’s Board of Directors and such 
right will continue until all cumulative dividends in arrears 
have been paid. 

Sinking fund requirements for both outstanding series, for 
each of the five years subsequent to December 31, 1981, are 
as follows: 


Year Ending December 31, (Thousands of Dollars) 


1982 Ore 
1983 1,230 
1984 3,600 
1985 3,600 
1986 3,600 


At December 31, 1981, the total involuntary liquidation 
preference of the outstanding preferred shares of Pipeline 
was $52,480,000 and exceeded the total par value by 
$50,380,800. Such excess does not impose any restriction 
on retained earnings. 


(5) Long-Term Debt 
Sinking Fund Debentures and First Mortgage Pipe Line Bonds 


Under the terms of Pipeline’s indentures for its sinking fund 
debentures, restrictions exist which preclude the issuance 
of additional mortgage bonds. The indentures for both the 
first mortgage pipe line bonds and the sinking fund deben- 
tures contain provisions for the acceleration of sinking fund 
payments under certain conditions related to potential 
future exhaustion of Pipeline’s available gas supply. 

Under the terms of the Company’s mortgage indentures 
and secured notes, substantially all property, plant and 
equipment, major gas purchase and sales contracts and 
certain gas exchange and operating agreements are 
pledged as collateral. 


9% Convertible Subordinated Debentures 


The debentures are convertible into 41.2371 shares of the 
Company’s common stock for each $1,000 principal amount 
of the converted debentures (equivalent to $24.25 per 
share), or, prior to July 15, 1988, into an equal principal 
amount of 162% nonconvertible subordinated debentures, 
due July 15, 1996. 


Variable-Interest-Rate Bank Term-Loans 

On September 29, 1981, Pipeline converted $90 million of its 
short-term borrowings into unsecured term-loans with a 
group of nine banks. The interest rate during the term of the 
loans will be equal to approximately 108% of the banks’ 
prime interest rates. 


Maturities of Long-Term Debt 

Sinking fund requirements and other maturities of long-term 
debt, for each of the five years subsequent to December 31, 
1981, are as follows: 


Year Ending December 31, (Thousands of Dollars) 


1982 $39,434 
1983 43,822 
1984 41,812 
1985 36,104 
1986 35,313 


(6) Retained Earnings 

Restrictions 

Pipeline’s debt indentures, as well as the certificates of des- 
ignation which authorized Pipeline’s preferred stock, con- 
tain provisions which impose restrictions on retained earn- 
ings regarding the payment of dividends on Pipeline’s 
common stock. Under the most restrictive of these provi- 
sions, at December 31, 1981 approximately $17.2 million of 
consolidated retained earnings was restricted as to the pay- 
ment of dividends on Energy’s common stock. 


Undistributed Equity Earnings in Affiliates 

At December 31, 1981 and 1980, retained earnings included 
approximately $30.5 million and $16.8 million, respectively, 

of undistributed earnings from 50% or less owned affiliates 
that are accounted for by the equity method of accounting. 
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(7) Line-of-Credit Arrangements 

Through a number of banks, the Company had unsecured 
line-of-credit arrangements and other short-term credit 
facilities which aggregated $597 million at December 31, 
1981 and $430 million at December 31, 1980, against which 
$154.8 million was drawn at December 31, 1981 and $39.3 
million was drawn at December 31, 1980. In addition, the 
Company had incurred $69.7 million of short-term debt on 
an ‘‘as available’ basis at December 31, 1981, which is not a 
part of the line-of-credit arrangements. 

Interest rates for the $597 million line-of-credit arrange- 
ments vary primarily with bank prime interest rates. The 
Company has agreed to commitments on the various lines 
such as fees of 2% on available amounts or maintaining 
average annual compensating bank balances equal to 10% 
of credit availability plus 10% of outstanding loan balances. 
Additionally, $250 million of the lines-of-credit may be con- 
verted into term-loans, with various repayment dates 
through December 15, 1989. 

Pipeline has a $25 million bankers acceptance facility 
(included in the $597 million discussed above). This bankers 
acceptance facility is supported by a $25 million revolving 
credit arrangement. Interest rates on the bankers accept- 
ance facility vary with changes in bankers acceptance inter- 
est rates. 

The Company has a total of $157 million (included in the 
$597 million discussed above) in available credit lines which 
contain compensating bank balance features. No legal 
restrictions exist prohibiting the withdrawal of funds used to 
meet these requirements. The average annual compensat- 
ing balance required, based upon credit availability and bor- 
rowings outstanding at December 31, 1981, was approxi- 
mately $20.4 million. 


(8) Income Taxes 
The provision for income taxes reflected in the consolidated 
statement of income consists of the following components: 
Year Ended December 31, 
1981 1980 1979 
(Thousands of Dollars) 


Included in Operating Expenses: 


Currently payable— 

Federal $(22,748) $27,135 $12,756 
State (1,411) 2,163 1,837 
Subtotal (24,159) 29,298 14,593 
Deferred Federal and state— 

Current 17,270 (20,695) (9,955) 
Noncurrent 23,460 25,520 23,790 
Subtotal 40,730 4,825 13,835 
Total $ 16,571 $34,123 $28,428 


The 1981 current Federal and state income tax benefit 
reflects the carryback of the Company’s 1981 tax net operat- 
ing loss and the carryback of investment tax credits. 

Deferred tax expense results from timing differences in 
the recognition of revenues and expenses for tax and finan- 
cial reporting purposes. The sources of these differences 
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and the tax effect of each are as follows: 


Year Ended December 31, 
1981 1980 1979 
(Thousands of Dollars) 


Current: 


Gas purchase costs, deferred 
(expensed) in the financial 
statements and deducted for tax 
reporting purposes as paid 


Unrecovered special overriding 
royalties, expensed in the financial 
statements and deferred for tax 
reporting purposes 


Gas sales rate adjustments, 
recognized currently for tax 
reporting purposes and reserved 
for in the financial statements 2,965 5,297 (6,690) 


Investment tax credit carryforwards, 
recognized currently in the 
financial statements and carried 
forward for tax reporting purposes (7,981) _ - 
1,820 (1,866) (28) 


Other 
Noncurrent: 


Liberalized tax depreciation in excess 
of book depreciation 13,006 10,652 


Intangible drilling and development 
costs, capitalized in the financial 
statements and deducted currently 
for tax reporting purposes 


Distributive share of tax loss related 
to the Alaska Highway Pipeline 
Project, capitalized in the financial 
statements and deducted currently 
for tax reporting purposes 2,400 850 3,333 


Allowance for borrowed funds used 
during construction, capitalized 
in the financial statements and 
deducted currently for tax reporting 
2,232 1,060 


purposes - 
4,688 2,123 


(418), 
$40,730 $ 4,825 $13,835 


$23,654 $(23,236) $ 4,149 


(3,188) (890) (7,386) 


8,472 7,098 4,399 


The total provision for income taxes shown above is less 
than the amount which would be computed by applying the 
statutory Federal income tax rate to income before income 
taxes and preferred stock dividend requirements of Pipeline. 

The table below summarizes the major reasons for such 
difference: 

Year Ended December 31, 


1981 1980 1979 
(Thousands of Dollars) 

EER I PL PETE ES SE IT TG LE EI ES LILES FEE CTE LEE ESTELLE LEE ALE LNT LEE 
Tax expense computed at statutory 

Federal rate $42,270 $42,993 $34,515 
Increase (decrease) in tax provision 

resulting from: 
Investment tax credit recognized 

Currently (24,301) (8,567) (6,315) 
Allowance for equity funds capitalized 

during engineering, design and 

construction on the Alaska 

Highway Pipeline Project, which 

does not constitute taxable income (5,474) (2,985) (1,929) 
Amortization of tax timing differences 

for which deferred taxes were not 

previously provided 2,105 2,097 2,056 
Other 1,971 585 101 
Actual tax expense $16,571 $34,123 $28,428 


As a result of the Company’s capital expenditure program, 
at December 31, 1981 the Company had approximately $8.4 
million in investment tax credit carryforwards available to 
offset income taxes payable in future periods. Such carry- 
forwards will expire in 1996, if not previously utilized. The 
benefit of these investment tax credit carryforwards has 
been recognized currently for financial reporting purposes. 


(9) Sales to Major Customers 

During the periods presented, more than 10% of the Com- 
pany’s consolidated operating revenues was generated 
from sales (primarily gas sales) to each of the following 


customers: | 
Year Ended December 31, 


1981 1980 1979 


(Thousands of Dollars) 
Sales to: 


Northwest Natural Gas Company $ 266,698 $ 251,195 $ 217,180 


Washington Natural Gas Company 227,046 213,910 173,582 
Colorado Interstate Gas Company 152,204 135,928 99,610 
Cascade Natural Gas Corporation 150,761 138,583 114,103 
Other operating revenues 602,100 583,816 S15;057 


Consolidated operating revenues $1,398,809 $1,323,432 $1,119,532 


(10) Executive Benefit Plans 

The Company’s Executive Incentive Plan provides for bien- 
nial awards of performance share units to certain of the 
Company’s executives and key employees. The plan entitles 
recipients to earn, over a four-year period from each award 
date, common stock of Energy or cash, or a combination 
thereof, based on the Company’s cumulative earnings per- 
formance during each such period. Awards earned are paid 
at the end of each four-year period. The 1976 awards were 
paid in February 1980 and the 1978 awards were paid in Feb- 
ruary 1982. Under the plan, at December 31, 1981, there were 
299,337 units outstanding. Accrued compensation 
expenses related to the plan were approximately $.5 million, 
$3.5 million and $1.5 million for 1981, 1980 and 1979, 
respectively. 

The Company has an unfunded supplemental retirement 
plan for certain key executives. Participation in this plan is 
determined by the Board of Directors. Participants, or their 
surviving spouses, if applicable, are eligible to receive 
monthly benefits upon retirement or disability, based on 
levels of compensation prior to such retirement or disability 
and considering the number of years of each participant's 
industry or related service, as determined by the Board of 
Directors. Benefits payable under the plan are reduced by 
payments received under the Company’s Employees Retire- 
ment Income Plan or similar plans of previous employers. 
Costs accrued for 1981, 1980 and 1979 were approximately 
$1.7 million, $.9 million and $.7 million, respectively. 


(11) Employee Benefit Plans 

The Company’s Employees Retirement Income Plan covers 
employees who have completed one year of service with the 
Company. The plan provides retirement benefits, at no cost 


to the employee, on the basis of length of service and rates 
of compensation prior to retirement. The plan provides for 
full vesting after ten years of service or attainment of age 55. 
Costs accrued for 1981, 1980 and 1979 were approximately 
$5.4 million, $4.3 million and $3.1 million, respectively. Such 
accrued costs are being funded currently. Accumulated 
plan benefits and plan net assets as of the most recent 
actuarial determination date are presented below: 
December 31, 1980 
(Thousands of Dollars) 


Actuarial present value of accumulated plan benefits: 


Vested $17,232 
Nonvested 2,671 
Total $19,903 
Net assets available for benefits $22,862 


The actuarial cost method applied to determine the con- 
tribution from Energy to currently fund the plan is the Entry 
Age Normal Cost Method with Frozen Unfunded Supple- 
mental Present Value. The weighted average assumed rate 
of return used in determining the actuarial present value of 
accumulated plan benefits above was 6%, compounded 
annually. Unfunded past service costs at December 31, 1980 
of $9.7 million are being funded over a 20-year period end- 
ing December 31, 1993. 

The Company also maintains an Employees Savings Plan, 
an Employee Stock Ownership Plan and a Bonus Employee 
Stock Ownership Plan (‘‘BESOP’’), which are made avail- 
able to all employees after completion of one year of service 
with the Company. Costs accrued for these three plans for 
1981, 1980 and 1979 were $2.3 million, $1.6 million and $1.3 
million, respectively. 

The Energy common shares for the BESOP were pur- 
chased in 1979 by the Trustee for $6,573,000 from the pro- 
ceeds of a loan of the same amount from Energy, evidenced 
by a promissory note, payable annually through December 
31, 1998, and bearing interest at variable rates during the 20- 
year term of the loan. The obligation of the Trustee to 
Energy is reflected in the accompanying consolidated bal- 
ance sheet as a reduction in common stockholders’ equity. 
Such equity is being reinstated as the loan is repaid. 


(12) Commitments and Contingencies 

1982 Capital Expenditures 

The total consolidated capital expenditures of the Company 
for 1982 are estimated to be approximately $224.3 million, 
including approximately $17.1 million for the Alaska Highway 


Pipeline Project. 


New Office Building 

An office building, which will serve as the Company’s head- 
quarters, is presently under construction in Salt Lake City, 
Utah. The estimated construction cost of the facility is 
approximately $38 million including capitalized interest 
charges. Building construction is scheduled for completion 
during the second quarter of 1982. The facility has been fin- 
anced through a leveraged lease agreement with a limited 
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partnership, as lessor, and with Pipeline, as lessee. Under 
the agreement, the partnership has provided construction 
financing and is obligated to arrange long-term financing 
for the building. 

On January 28, 1982, the partnership arranged with 
lenders a long-term debt commitment for the building. Such 
arrangement included, among other things, that the part- 
nership must have the equity contributions backed with a 
form of irrevocable credit by June 1, 1982 or a subsidiary of 
the Company will have the option to arrange for the equity 
commitments, or to buy back the obligations of the partner- 
ship and terminate the transaction. 


Recoverability of Investment in Additional Pipeline Facilities 
Pipeline’s facilities have recently been expanded to permit 
the importation of additional natural gas volumes from 
Alberta, Canada. Pipeline has agreed with FERC to depre- 
Ciate such facilities over a twelve-year period. The term of 
the National Energy Board (‘‘NEB’’) export license is for an 
approximate seven-year period. The extension of the term 
depends on the future availability of Canadian or other gas 
volumes. To the extent that such additional gas volumes do 
not become available, or if Pipeline cannot demonstrate a 
future use for such facilities, Pipeline may not be permitted 
to recover, through gas sales rates, the depreciation of 
these facilities over the remaining five-year period after the 
expiration of the present NEB export license. The net book 
value of the facilities at the end of the export license period 
is estimated to be approximately $52.4 million. Management 
of Pipeline believes, however, that it will be able to demon- 
strate a future use for such facilities and will be permitted 
full recovery of the cost of these facilities through Pipeline’s 
gas sales rates. 


Coal Sales Commitment 

A wholly owned subsidiary of Energy has entered into a 
long-term contract with a third party for the delivery of from 
400,000 to 500,000 tons of coal per year, starting in 1983. 
This contract was supported by acontract with a second 
subsidiary for the coal from undeveloped Utah properties 
acquired in 1980 by the second subsidiary. A third subsidi- 
ary of Energy was committed under the contract to supply 
any coal volumes not able to be supplied from the Utah 
properties for a period up to eleven years. In May 1981, it 
was concluded, based on information not previously avail- 
able, that the Utah properties could not be economically 
developed at required production levels to satisfy the con- 
tract. Negotiations are under way with the contracting party 
seeking a resolution to this matter through several alterna- 
tive courses of action. Management believes that the matter 
can be resolved without a material adverse financial impact 
on the Company. 


Legal Matters 

Pipeline is a party to three lawsuits that are related to the 
construction of its facilities to permit the importation of 
additional natural gas volumes from Alberta, Canada. The 
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plaintiffs essentially claim that Pipeline’s inspection proce- 
dures were too strict through the term of the construction 
and thereby caused the contractors to incur additional 
costs and suffer other damages. Considering presently 
available facts, management believes that Pipeline has meri- 
torious defenses to the claims made by the plaintiffs. How- 
ever, if the plaintiffs prevail in one or more of the suits, or if 
settlement is effected, there would be no adverse impact on 
income of future periods, since such costs would be capital- 
ized as additional gas transmission property. 

Pipeline is also a party to a lawsuit which concerns the 
alleged miscalculation of amounts previously applied to a 
Carried interest in certain gas production properties. At 
issue is the determination of the payout date and reversion 
of working interests to the plaintiff. Management believes 
that the resolution of this matter will not have a material 
adverse financial impact on Pipeline. 

The Company is a party to various other lawsuits. Based 
on presently available facts, as well as available defenses, 
management believes that these suits are not material to the 
operations or financial condition of the Company as awhole. 


(13) Leases 

The Company does not conduct any significant operations 
with leased facilities. The Company’s leasing arrangements, 
exclusive of mineral leases, include primarily premise and 
equipment leases that are classified as operating leases. 
FERC permits recovery, through Pipeline’s current gas sales 
rates, of the rental payments made under its lease arrange- 
ments. If leases entered into by the Company which qualify 
as Capital leases were required to be capitalized, the effect 
on assets, liabilities and expenses for the periods presented 
would not be significant. 


(14) Related Party Transactions 

During 1981, Energy invested, through a wholly owned sub- 
sidiary, $20 million in certain producing oil and gas proper- 
ties. A nonconsolidated affiliate of the Company also 
invested the same amount in the properties. Energy exer- 
cises significant management control over the affiliate and 
directly owns approximately 17.5% of that company’s com- 
mon stock. 

During the periods presented, the Company has entered 
into various other transactions with certain related parties, 
the amounts of which were not significant. The Company 
believes that the terms of all related party transactions were 
as favorable as could have been obtained from unrelated 
parties. 


(15) Historical Oil and Gas Data 

The Company’s oil and gas operations are conducted by 
Pipeline, by an oil and gas exploration and development 
subsidiary of Energy, Northwest Exploration Company 
(‘Exploration’) and through certain joint venture arrange- 
ments. The majority of the Company’s total oil and gas 
reserves and production is related to Pipeline’s gas 
reserves. 


Pipeline’s predominant activity is the interstate transmis- 
sion and sale of natural gas, and it is therefore subject to 
regulation by FERC. Under FERC guidelines, Pipeline 
accounts for its entire gas development and production 
activities under the successful-efforts accounting method. 
Oil and gas activities, other than Pipeline, are being 
accounted for under the full-cost method of accounting. 

The following schedule presents the Company’s capital- 
ized oil and gas property costs at the dates indicated: 


December 31, 
1981 1980 1979 
(Thousands of Dollars) 
Proved properties $176,124 $125,418 $ 99,272 
Unproved properties 24,201 15,371 11,362 
Total 200,325 140,789 110,634 
Accumulated depreciation, depletion 
and amortization (33,195) (30,511) (27,463) 
Net capitalized costs $167,130 $110,278 $ 83,171 


DD&A expense applicable to oil and gas operations of 
$4,573,000 in 1981, $3,940,000 in 1980 and $3,855,000 in 
1979 was charged to income. This resulted in a consolidated 
DD&A rate of 12.7¢, 9.4¢ and 8.8¢ per equivalent thousand 
cubic feet of gas produced in 1981, 1980 and 1979, 
respectively. 

The following tabulation details the costs incurred in 1981, 
1980 and 1979 in the Company’s oil and gas operations: 


Year Ended December 31, 
1981 1980 1979 
(Thousands of Dollars) 
Property acquisition costs $25,451 $ 5,704 $3,008 
Exploration costs $12,620 $ 9,185 $5,711 
Development costs $23,365 $19,549 $8,731 
Production costs $ 7,580 $ 6,838 $5,183 


The following schedule presents an analysis of changes 
in the Company’s proved oil and gas reserves during 1981, 
1980 and 1979, all of which are domestic reserves: 


Unaudited 


(Volumes in Millions of Barrels of Oil 
and Billions of Cubic Feet of Gas) 


1981 1980 1979 
Oil Gas Oil Gas Oil Gas 


Proved Developed and 
Undeveloped Reserves: 
1,293 abatehi= heal) ape) 945 


Beginning of year 1.3 
Revision of previous estimates 1.3 (258) (.3) (23) 2 390 


Extensions, discoveries and 


other additions 4.4 73 _ 47 oS) 17 
Purchases of minerals- 

in-place 2.1 1 — — _ — 
Production (.2) (35) 3,02) (41) = G2) (42) 
End of year 8.9 1,074 134,293 1A Gaia lid LO 
Proved Developed Reserves: 
Beginning of year J 1,134 1.5 1,164 3p 796 
End of year 5.7 911 eel Ae 15 als LO 


The reserve estimates are reviewed and revised at least 
annually based upon updated geological and production 
data. Independent consulting engineer estimates for the 
reserve information related to Pipeline’s and Exploration’s 
gas reserves are in substantial agreement with the Com- 
pany’s reserve estimates used in the reserve table above. 

It should be noted that difficulties and uncertainties 
involved in estimating proved oil and gas reserves make 
comparisons between companies extremely difficult. Esti- 
mation of reserve quantities is subject to wide fluctuations 
because it is dependent upon judgmental interpretation of 
geological and geophysical data. 

Reserve Recognition Accounting data is not presented 
herein because the Company meets the prescribed tests for 
exemption from disclosure. 
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Auditors’ Report 


To the Stockholders and Board of 
Directors of Northwest Energy Company: 


We have examined the consolidated balance sheet of 
Northwest Energy Company (a Utah corporation) and sub- 
sidiaries as of December 31, 1981 and 1980, and the related 
consolidated statements of income, capitalization, common 
stockholders’ equity and changes in financial position for 
each of the three years in the period ended December 31, 
1981. Our examinations were made in accordance with gen- 
erally accepted auditing standards and, accordingly, 
included such tests of the accounting records and such 
other auditing procedures as we considered necessary in 
the circumstances. 

In our opinion, the financial statements referred to above 
present fairly the financial position of Northwest Energy 
Company and subsidiaries as of December 31, 1981 and 
1980, and the results of their operations and the changes in 
their financial position for each of the three years in the 
period ended December 31, 1981, in conformity with gener- 
ally accepted accounting principles applied on a consistent 
basis. 


Arthur Andersen & Co. 


Salt Lake City, Utah 
February 11, 1982 
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Selected Quarterly Financial Data Wnauzitea) 


Quarter of 1981 Quarter of 1980 
First Second Third Fourth First Second Third Fourth 
(Dollars in Thousands, 
Except Per Share Amounts) 
Operating revenues $428,700 $287,178 $224,780 $458,151 $431,528 $283,770 $212,035 $396,099 
Operating expenses, 
including income taxes 397,447 266,158 206,238 418,890 409,596 266,138 199,996 376,957 
31,253 21,020 18,542 39,261 21,932 17,632 12,039 19,142 
Interest charges and other 
income, net 6,662 5,257 6,171 21,845 3,837 6,891 4,443 1,499 
Net income 24,591 15,763 12,371 17,416 18,095 10,741 7,596 17,643 
Less—Preference stock 
dividend requirement 1,594 1,594 1,593 1,593 — — 1,134 1,594 
Net income applicable to 
common stock $ 22,997 $ 14,169 $ 10,778 $ 15,823 $ 18,095 $ 10,741 $ 6,462 $ 16,049 
Income per share applicable 
to common stock and 
common stock equivalents: 
Primary $2843 5§ 88 $§ 64 § OA ee Ok Oye (6829 41 $ 1.00 
Fully diluted 1.32 .84 .64 .87 i a .67 .40 95 
Weighted average number of 
common shares and 
common stock equivalents 
outstanding, in thousands: 
Primary 16,052 16,121 17,435 17,891 15,768 15,653 15,895 15,987 
Fully diluted 18,667 18,736 20,049 20,519 15,957 16,022 16,064 18,602 
Dividends declared per share 
of common stock $ 200) 30 § 30 §$ .30 Soh 9 i Aelia ai ge ae 1 eo Zone > 25 
Market value per share of 
common stock: 
High $2 32%. «3 26% $$. 24% $ - 25% Si cO Bape 2a Yep \i2eo S$. 37% 
Low 23 21% 15% 18% 14 16% 22% 25% 


Note: All amounts per share and weighted average number of shares of common stock reflect a 50% distribution on September 12, 1980. 


Northwest Energy Company’s common stock is traded on the New York, London and Pacific Stock Exchanges. Market prices are 
composite quotations from the New York Stock Exchange and Pacific Stock Exchange as reported in The Wall Street Journal and 
adjusted for the effect of stock distributions. As of January 31, 1982, the number of common stockholders of record was 33,847. 


Refer to Note 6 of Notes to Consolidated Financial Statements for information on restrictions as to payment of cash dividends on common 
stock. 
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Financial Reporting 
and Changing Prices (Wnaucitea) 


The following supplementary information concerning the 
effects of changing prices is supplied in accordance with 
the general concepts set forth in Financial Accounting 
Standards Board Statement No. 33 (‘FAS 33’’), as modified 
to reflect the economic effects imposed on Pipeline by 
FERC. It should be viewed as an estimate of the effect of 
inflation, rather than a precise measurement. 

Constant dollar amounts presented herein represent his- 
torical costs, restated in terms of dollars of equal purchas- 
ing power through application of the Consumer Price Index 
for All Urban Consumers. The restated amounts do not pur- 
port to be appraised value, current value or replacement 
cost of the Company’s assets. Current cost amounts pre- 
sented herein reflect the changes in industry prices of prop- 
erty, plant and equipment since such assets were acquired, 
and differ from constant dollar amounts to the extent that 
industry prices have increased more or less rapidly than 
prices in general. 

The current cost of property, plant and equipment repre- 
sents the estimated cost of replacing existing plant assets 
and, for Pipeline, was determined by indexing the surviving 
plant by the Handy-Whitman Index of Public Utility Con- 
struction Costs. The provision for depreciation on the con- 
stant dollar and current cost amounts of property, plant and 
equipment was determined by applying the Company’s his- 
torical straight-line depreciation rates to the indexed plant 
amounts. Since the Company does not have vintage year 
information available for accumulated depreciation, the his- 
torical cost relationship between property, plant and equip- 
ment and the related accumulated depreciation as of the 
dates reported was the principal method used to estimate 
the accumulated depreciation on a constant dollar and cur- 
rent cost basis. Due to a refinement in the underlying calcu- 
lations for accumulated depreciation, certain data pre- 
viously disclosed for the year ended December 31, 1980 has 
been restated. The principal impact of this restatement is a 
reduction in income from continuing operations previously 
disclosed for 1980 on a current cost basis. The income from 
continuing operations, comparing 1980 with 1979, on a cur- 
rent cost basis decreased because 1979 was assumed to be 
the base year for accumulated depreciation calculations 
and a similar restatement of current cost income from con- 
tinuing operations for 1979 was not made. 

Gas purchases and current gas stored underground have 
not been restated from their historical cost in nominal dol- 
lars because regulation limits the recovery of such amounts 
to actual costs. For this reason, current gas stored under- 
ground is effectively a monetary asset. As prescribed in FAS 
33, income taxes were not adjusted. 

Under the rate-making prescribed by FERC, to which 
Pipeline is subject, only the historical cost of property, plant 
and equipment is recoverable through revenues as depre- 
ciation. Therefore, the excess of the cost of plant, stated in 
terms of constant dollars or current cost, over the historical 
cost of plant is not presently recoverable in rates as depre- 
ciation, and is reflected as a reduction to the net recover- 
able cost. 
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Consolidated Statement of Income From Continuing 
Operations Adjusted for Changing Prices 
Year Ended December 31, 1981 


Constant 
Dollar Cost 


(Millions of Average 
1981 Dollars) 


Income From Continuing Operations 
Applicable to Common Stockholders, 
as reported under conventional 
historical cost 


$ 63.8 $ 63.8 


Erosion of Common Stockholders’ Equity 
Because of Changing Prices: 


Cost in excess of the original cost of 
productive facilities not recoverable in rates 
as depreciation— 


Reportable as an additional provision 
for depreciation 41.9 59.0 


Reportable as adjustments to net recoverable 
cost 14.9 (8.0) 


Excess of increases in the general level 
of prices ($135.9 million) in the current 
year over increases in industry prices 
($125.1 million)* - 10.8 


Effect of debt financing (42.4) (42.4) 
ERIE AS Th LA I OMSL SN OE ST TL ENS TTS, EA a ES EE 
Net erosion of common stockholders’ equity 14.4 19.4 
EEE SANA AEE REE NE LP EN TR SCE I SEE A Oe OO 
Income From Continuing Operations 

Applicable to Common Stockholders, 

as adjusted (including the effect of 

debt financing) $ 49.4 $ 44.4 


*At December 31, 1981, the current cost of property, plant and equipment, 
net of accumulated depreciation, was $1,782.5 million, and historical cost 
or net cost recoverable through depreciation was $892.0 million. 


Quantity and price information relative to coal reserves 
for the Company’s coal mining operations) as required by 
Statement of Financial Accounting Standards No. 39, is not 
presented because such data is insignificant to overall 
Company operations. 


Five-Year Comparison of Selected Supplementary Financial Data 
Adjusted for the Effects of Changing Prices 


(Dollars in Millions, Except Per Share Amounts) 


Year Ended December 31, ~ 1981 1980 1979 1978 1977 
Operating Revenues: 

Historical cost $1,398.8 $1,323.4 $1,119.5 $ 820.0 Sera 
As adjusted* 1,398.8 1,460.7 1,402.7 1,143.1 1,160.3 


Income From Continuing Operations Applicable to Common Stockholders: 


Historical cost $ 63.8 ett Ree $413 
As adjusted* *— 

Constant dollar* 49.4 33.4 27.9 
Current cost* ; 44.4 25.4 28.9 


Income From Continuing Operations Per Common Share (Primary): 


Historical cost $ 3.83 Se S-28 73:08 

As adjusted— 

Constant dollar* 2.93 2.10 2.05 

Current cost* 2.63 1.60 22 

Common Stockholders’ Investment (Net Assets), at year-end: 

Historical cost $ 352.1 $ 301.0 Site oes, 

As adjusted— 

Constant dollar* 340.7 Stes) 305.4 

Current cost* 379.9 354.8 323.0 

General Price Level Changes in Excess of (Less Than) Increases in Industry Prices* $ 10.8 Dip (G9:0) a 3.4 

Effect of Debt Financing* $ 42.4 $ 44.1 $ 46.1 

Return on Average Common Equity: 

Historical 18% 17% 16% 

As adjusted— 

Constant dollar* 14% 11% 9% 

Current cost* 12% 7% 9% 

Cash Dividends Declared Per Common Share: 

Historical cost $ 1.15 $ .95 $ 85 Sunn OS Bese elated, 
As adjusted* 1.15 1.049 1.065 1.092 1.076 
Market Price Per Common Share, at year-end: 

Historical $ 20% Solve Sieane078 $ 8% $2 12% 
As adjusted* 20% 33% 24% 11% 18% 
Average Consumer Price Index (1967 = 100) 272.4 246.8 217.4 195.4 181.5 


*Amounts have been adjusted to reflect average 1981 dollars. 


**Adjusted income from continuing operations applicable to common 
stockholders would be as follows if only the amount reportable as an 
additional provision for depreciation were deducted from the reported 
amount of such income: 


Year Ended December 31, 
1981 1980 1979 
Constant dollar* $21.9 $21.8 $20.3 
Current cost* 4.8 41 elt 
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Operating Statistics 


February 1, 1974 Through December 31, 1981 


Northwest Energy Company and Subsidiaries 


(Dollars in Millions, Except Amounts Per Unit) 1981 1980 1979 1978 1977 1976 1975 1974* 
Consolidated Statistics: 

Effective income tax rate 18% 37% 38% 37% 43% 42% 42% 36% 
Capital expenditures $269.0 $208.0 $95.2 $105:1. $-76.0 $361 $305 — $e 
Number of employees, end of period 2,332 2,034 1,698 1,536 1,313 URN Pd 1,191 1,024 
Total assets, end of period $1,538: $1,074 °° $ 863 ° $). 732. (°$ 649°, $ 575: .\$. 489 "esse 


Pipeline Statistics: 
Proved gas reserves, end of period (BCF)— 


Canadian purchase contracts 2,535 2,882 2415 2,951 3,396 3,616 4,032 4,298 
Domestic purchase contracts 3,685 3,390 3,324 3,236 ~— 3,168 3,245 3,193 3,050 
Pipeline leaseholds 1,013 1,247 1,286 924 942 1,013 1,156 1,401 


7,233 7,919 7,385 Cit 7,506 7,874 8,381 8,749 


Gas supply volumes, purchased and 


produced (BCF)— 
Canadian purchases 167 192 279 249 286 261 262 262 
Domestic purchases 133 121 120 113 ACL7: 108 tH 105 
Leasehold production 33 40 42 40 40 39 656 eB 

333 353 441 402 443 408 410 398 

Gas sales volumes (BCF) 322 332 426 370 400 393 397 383 
Operating income $141.8 $1196 $975 $626 $626 $57.4 %9:$ 5205 aaa 
Average gas sales prices per MCF $3.90 $3.65 $2.46 $210 $ 1:83 $°1.51) ($i1153 eee 
Average extracted liquid product sales 

price per gallon $ .61- $56: $ 38: $ 24 8$. 4252S. 24°°°9) 919 ee 
Gas purchase prices per MCF— 
Canadian $4.93 $438 §$ 2.64 $2.21 $ 1:98 ©$ 1:75: $200 sae 
Domestic $2.16. $ 1.56. $1.20 $92 $69. $ 47). 3 37) See 
Average $3.71 $3.29 .$ 2.20. .$ 1:80 $1.61. $.1.38 °° $95 eee 
Number of employees, end of period 1,736 1,642 1,426 1,364 1,151 1,018 1,047 1,024 
Total assets, end of period $1,322 $ 960 $ 797 $ 690 -$ 576 $ 506 $ 420° Geog 
Oil and Gas Statistics: 
Net acreage under oil and gas leases 

(in thousands) 937 839 766 SOT ieee 278 206 — 
Operating revenues $ 10.8 $- 5.7". $ (43° 5$ 23% 9) 443. —<- $2 
Operating income $ 47. $12 -$ ANS eS 26S Oe Se 
Net exploratory wells drilled 8.4 8.5 8.3 3.9 4.3 1.0 8.7 — 
Net development wells drilled 6.8 26.0 19.1 iRopts, 6.7 1 1.0 _ 
Number of employees, end of period 48 44 26 21 21 — _ _ 
Total assets, end of period $°130 . $\266> 3 741 Delos DEEL RODE tn et 5: at coe 
Coal Statistics: 
Tons of coal sold (in thousands) 764 863 599 295 213 154 210 _ 
Operating revenues $ 21.6. °$ 23.6 $115" ~$° SA $794.9. "S$ 949-5 Se ee 
Operating income (loss) $ (6.5) -°$:18:7)..$. (3.5) $) (3): "S2Ceayens SS 
Number of employees, end of period 288 Siz 222 150 140 88 128 _ 
Total assets, end of period $° 46 $ 248°: 28 "9° 205-8") 4h ee. 1 i eee oe ee 


*Operations commenced February 1, 1974. 
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Consolidated Financial Statistics 


February 1, 1974 Through December 31, 1981 


Northwest Energy Company and Subsidiaries 


(Dollars in Millions, Except Per Share Amounts) 1981 1980 1979 1978 1977 1976 1975 1974* 
Operating Revenues: 
Gas sales o1,200. ,ol.212 $1,046: °$ 776 $731 $ 591. $ 456 $ 266 


Liquid product sales 59 65 46 28 29 25 ZA 8 
Other 37 18 14 7 7 5 1 1 
Total Pipeline revenues 1,352 1,295 1,106 811 767 621 478 215 
Northwest Coal sales 22 2a 12 5 5 5 5 _ 
Exploration Company oil and gas sales 11 6 4 2 1 — — —_ 
Intercompany sales and other 14 (1) (2) 2 _ ~ o— _ 
Consolidated operating revenues 91,999 2 Ol,d205. 191,100) 820) $775 $ 626. $ 483 $ 275 
Income— 

Net income before extraordinary items $ 70.1 $ 54.1 Du413 0 O 234 04 25:46 9.22.8" “$°22:5 . § 14.4 
Extraordinary items _ _ ~~ 15.4 _ — — - 
Net income 70.1 54.1 41.3 38.8 23.4 22.8 22.5 14.4 
Less—Preference stock dividends 6.3 2.8 — _ — - -- — 


Net income applicable to common stock DL OS 0 Geo FOILS Sara 1s eV Oo.Or ep eo4 SY eo ee... 22.0%. '§. 14.4 
Income Per Share:* * 


Primary— 

Before extraordinary items Oi o:6o0 YP o2o. 2b 30s. $1.81 Deer remit. we etlo (be t.OL 
Extraordinary items — — — 1.20 — _ -- _ 
Total $ 3.83 $3.23 $3.03 $ 3.01 Sol Peele Peele! 8b Or 
Fully diluted— 

Before extraordinary items S004 rN Ge LOE Oreo Ih 11. bidet O.. 2.12 ~ $1.37 
Extraordinary items ad — — 1.18 oa — _ 
Total Dio OF PeOnlO ce Doll ep 2.9% OO Ole w 1.165) Oo ale $8 1,37 


Common Stock:** 
Weighted average shares, in thousands— 


Primary 16,882 2.415.676 402. 13,600 ~912,905" = 125857) >"-12:857. 10,531 >. 10,474 
Fully diluted 19-5107 817000 So doy( 10 113,032). °.12,961. > °.12,961° 10,594. 10;531 
Dividends declared per share Sloe gos arom Oomr ai oan. a fit 6. 66/7 "$60. $ 267 
Dividends as a percent of net income 30% 29% 28% 43% 39% 38% 28% 19% 
Annual dividend rate, end of period $2 4520 SS at00 S286 (neh 80 De foo ump MOO, cb OOL ho .DoS 
Book value per common share $21.68 $18.78 $16.37 $14.77 $12.68 $11.57 $1056 $ 9.78 
Year-end market price per share $ 20% $ 31% .$ 20% $ 8% $12% 911% $ 8% $ 4% 
Market price as a percent of book value 96% 170% 126% 60% 101% 96% 79% 46% 


Price/earnings ratio, end of period 5.5 2.0 6.8 49 7.0 6.3 3.9 es: 
Capitalization, end of period: 


Common stockholders’ equity $352.1 $301.0 $257.7 $190.8 $163.0 $1488 $135.7 $102.4 
Preference stock 71.2 Elke _ — — _ _ ~ 
Preferred stock of Pipeline 52.5 53:7 55.0 55.0 20.0 20.0 a _ 
Long-term debt, less current maturities 420.5 229.6 245.6 261.6 224.8 248.6 222.5 208.1 
Total capitalization $896.3 $655.5 $558.3 $507.4 $407.8 $417.4 $358.2 $310.5 


*Operations commenced February 1, 1974. Se 
**Restated, as applicable, to reflect a 100% common stock distribution on June 8, 1979 and a 50% distribution on September 12, 1980. 
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Northwest Energy Company 


Directors 


John G. McMillian 

is Chairman of the Board and 
Chief Executive Officer of the 
Company. He is also Chair- 
man, President and Chief Ex- 
ecutive Officer of Northwest 
Pipeline Corporation and 
Chairman of the Executive 
Committee of the Company. 


Thomas W. diZerega 

is President of Northwest 
Energy Company and a mem- 
ber of the Executive Commit- 
tee of the Company. He is also 
Vice President—Law of North- 
west Pipeline Corporation. 


F. Arnold Daum 

is asenior partner of the New 
York law firm of Cahill Gordon 
& Reindel. He is a member of 
the Executive and Compensa- 
tion Committees of the 
Company. 


Principal Officers 


L. P. Himmelman 

is former Chairman and Chief 
Executive Officer of Westin 
Hotels (hotel ownership and 
management), Seattle. He is 
Chairman of the Compensa- 
tion Committee of the 
Company. 


Allan D. Insley 

is an independent financial 
consultant headquartered in 
Calgary, Alberta, Canada. He 
is amember of the Audit Com- 
mittee of the Company. 


S. Lee Kling 

is Chairman and Chief Execu- 
tive Officer of Landmark 
Bancshares Corporation 
(bank holding company), St. 
Louis. He is also Vice-Chair- 
man of Reed Stenhouse, Inc. 
(insurance brokerage) and is 
a member of the Executive, 
Compensation and Audit 
Committees of the Company. 


John G. McMillian 
Chairman of the Board and 
Chief Executive Officer 


Thomas W. diZerega 
President 


A.N. Porter 
Vice President— 
Chief Financial Officer 


R. W. Keener 
Vice President—Pipeline 
Operations and Gas Supply 


James B. Mason 


Vice President and 
Secretary 
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H. F Assmus 
Vice President and 
Treasurer 


Gene C. Brown 
Vice President— 
Accounting and Taxes 


John R. Grantham 
Sr. Vice President— 
Facilities 


William D. Owens 
Vice President 


W. Merwyn Pittman 
Vice President— 
Administration 


Joseph N. Vallely 
Vice President— 
Public Relations 


Louis L. Denton 
Controller— 
Chief Accounting Officer 


Marne Obernauer 

is Chairman of Devon Group, 
Inc. (graphic arts, wine and 
spirits distribution), Stamford, 
Connecticut. He is a member 
of the Audit Committee of the 
Company. 


George S. Patterson 

is an independent petroleum 
consultant headquartered in 
New York City. He is a member 
of the Company’s Compensa- 
tion Committee. 


Louis B. Perry 

is President of Standard In- 
surance Company (life insur- 
ance), Portland, Oregon. He 
is Chairman of the Company’s 
Audit Committee. 


Corporate Information 


David K. Watkiss 

is a senior partner in the Salt 
Lake City law firm of Watkiss 
& Campbell and is a member 
of the Company’s Executive 
Committee. 


Special Consultant, 

Mark J. Millard, 

is a Senior Managing Director, 
Shearson/American Express, 
Inc. (investment bankers), 
New York City. He is a special 
consultant to the Board of 
Directors of the Company. 


General Offices 

P.O. Box 1526 

Salt Lake City, Utah 84110 
Tel.: (801) 534-3600 


Transfer Agent and Registrar 
The Chase Manhattan Bank 
(N.A.) 

One New York Plaza 

New York, New York 10015 


Independent Public 
Accountants 

Arthur Andersen & Co. 
36 South State Street 
Salt Lake City, Utah 84111 


Availability of Form 10-K 
The Company’s annual report 


to the Securities and 
Exchange Commission on 
Form 10-K, which will contain 
certain information not 
presented in this report, will 
be filed on or about March 31, 
1982. Copies of Form 10-K may 
be obtained after that date 


without charge—and exhibits 
thereto at cost—upon written 


request to: 


Stockholder Relations 


Department 
Northwest Energy Company 
P.O. Box 1526 


Salt Lake City, Utah 84110 


Design: Arnold Saks Associates 
Photography: Mark Godfrey and 
Burk Uzzle/Magnum 
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